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THE PROBLEM OF EXPORTS } 


LikE all conscientious Englishmen, I keep permanently inscribed 
on the “ Agenda” page of my pocket diary two entries. (1) Mem.: 
must raise net reproduction rate to at least one; (2) mem.: 
must increase volume of exports by at least 50° above 1938 level. 
It looks to me, from what I see about me, as if the first of these 
affairs was for the moment going pretty briskly; about the pro- 
gress of the second, living as I now do equally remote from the 
whirring of wheels in the factories and the whirring of pens in 
Whitehall, I feel the need of further guidance, which the practical 
persons who form the main body of the membership of these two 
Societies are well fitted to supply. 

Out of what one picks up by eye and ear it is possible to form 
two somewhat inconsistent pictures. According to the one, 
British exporters stand straining at the leash, their contacts made, 
their contracts in many cases signed, waiting only for the relaxa- 
tion of controls over man-power, factory-space and raw materials 
to pour their goods into a thirsty world. If there be any gaps in 
information or organisation, Betro, a monster as creditable to 
British enterprise after his kind as Pluto and Fido after their 
kinds, stands ready to fill them. That 50% is practically in the 
bag! After all, why should it not beso? Over many parts of the 
world, in the East especially, but also much nearer home, prices, 
at current rates of sterling exchange, rule absurdly high; and 
though wise men, thinking of the future and remembering the 
1920 past, will be careful not to profiteer, they are naturally not 
averse from going for the most paying markets. 

According to the other view, this is far too rosy a picture. 
Firms there may be, and countries there may be, of which it holds 
good; but for the purpose of what we have learnt to call a global 
or overall survey, they do not add up. To begin with, if some 
markets are rioting in inflation, others, more important to us as 
sources of supply, have so far averted it with a skill or good fortune 
at least equal to our own; so that the price-magnets for British 


1 Paper read to the Annual Meeting of the Royal Economic Society, at Chatham 
House, on June 21, 1945. 
No. 220—VOL. LV. Y 
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goods are patchy and not too conveniently located. But further, it 
is not only prices that count; nor can current prices, based on 
temporary shipping shortages and phoney rates of exchange, be 
relied upon to last for very long. Export, after all, is a trouble- 
some and anxious business; whatever their present professions, 
or even intentions, is there not a risk that when it actually comes 
to the point, when they actually get their coveted labour and 
supplies, our manufacturers will be tempted more and more to lie 
back and roll on the velvet carpet of the hungry home market ? 
Will not priority for the sorely-tried British consumer come to 
seem in their eyes both a sacred duty and the smoothest road to a 
quiet and not unprofitable life? And there will always be the old 
story for them to fall back on inexcuse: “ Leave us alone to build 
up our home market first and so make sure of our overheads, and 
the exports will spill over of themselves later on.” 

On this more apprehensive picture of the outlook, some much 
more drastic action is required. Not enough, say those who paint 
it, to do as the Treasury has recently done in respect of Capital 
Issues—set the export trade demurely in a list of priorities so 
lengthy and various that it seems to amount to little more than a 
declaration of wposteriority for dog-racing. Whatever precise 
admixture of kicks and halfpence is to be administered to British 
industry in general over the next decade must, according to this 
view, be given a strong and abiding twist—brighter halfpence or 
heartier kicks or both—in the export-creating direction. 

Is it your judgment, O guests from the Royal Economic 
Society and hosts of Chatham House, that if we take, as we must, 
a long-range view, this more apprehensive picture is justified ¢ 
And if so, what bright halfpence have we got up our sleeve, short 
of subsidy naked and unashamed? What kicks can be devised, 
potent enough to achieve the end in view, but not so savage as to 
send us spinning with Professor Hayek down the Road to Serfdom ? 

I have no doubt an answer to these questions is in process of 
being hammered out. Not once or twice in our rough war-time 
story has it appeared that 

. while the critics vainly barking 
Seem here no painful inch to gain, 


Far off the back-room boys are working, 
And things get settled—in the main. 


‘I feel sure that that 50% is being rapidly broken down into 
interim targets by periods and into sub-targets by regions and by 
trades. I have no doubt—indeed, the newspapers contain fairly 
frequent evidence of the fact—that the characteristic English 
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processes of jollying along—of encouragements which are not 
quite promises, frowns which are not quite prohibitions, under- 
standings which are not quite agreements—are well under way. 
Shrill exhortation from the side-line may make its utterers look 
as foolish as did that naive 1942 cat-calling for the Second Front. 
Nevertheless it is a custom of democracy, and on the whole a 
sound one, that matters of great moment should be turned over 
on the tongue by those who are imperfectly informed about them ; 
and I will endeavour to stimulate that process by mentioning just 
three matters over which I suspect that, if I were put in charge 
of the jollying process, I should sometimes find myself scratching 
my head. 

(1) There is first that old friend, the large cushion of home 
trade which is needed to make export possible at a profit. No 
doubt it is true as a broad matter of history that, in the realm 
of manufacture at least, things have tended to happen this way 
round, every increase in the scale and strength of a national 
industry enhancing its impulse to seek, and its power to compete 
in, foreign markets. But circumstances alter cases: if there is 
a ‘‘ balance of payments problem,” and if there is at the same time 
a strong and abiding potential demand abroad for certain British 
goods, must not these two facts be resolutely married ? must not 
designs and methods in this industry and in that be so modified that 
the resultant volume of export is adequate to carry its own over- 
heads, exports becoming the bread and butter and home sales the 
uncovenanted mercy rather than the other way round? Shall I, 
greatly daring, stir up a hornets’ nest? I see that the motor- 
car industry has expressed its intention of devoting 50%, (that 
mystic figure again!) of its first twelve-months’ production to 
export. I know that I am prejudiced in this matter, the return 
of the private motor-car to the English country roads having 
always been to me a prospective horror of peace greater even than 
the re-expansion of the daily newspaper. But putting that 
idiosyncrasy aside, I ask of those who know better than I, in our 
present pass is 50% enough? And will even that 50°% last into 
the age of new models and better-fed markets unless more radical 
changes are set afoot betimes ? 

(2) Secondly, in attempting to allocate targets within indus- 
tries as between industries, should I not often be bothered by that 
perennial conflict between efficiency and justice which bedevils so 
many human affairs? If export is, on the longer view, to be a 
corvée, like fire-watching, then every firm, however small its 
aptitude or experience in this field, must justify its claim to 
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existence by doing its bit. Yet that may be far from the most 
economical way of securing a given volume of export from the 
trade as a whole. Is there—I do not know—some danger, under 
the at first sight so laudable technique of the Export Group, that 
a good deal of honourable effort and goodwill will be somewhat 
unproductively employed in teaching lame dogs to jump new 
stiles? Can such waste be avoided, and at the same time the 
passion for justice be satisfied, by the provision of alternative 
corvées in suitable cases, such as the making of utility goods at 
low profit margins for the home market? Or does such allocation 
of chores take us too far down the Road to Serfdom ? 

(3) Thirdly, if as jollier-in-chief my advice were to be sought 
by exporters on the matter of price policy, I feel that I should 
sometimes be ina quandary. I am not shocked by profits as such, 
even when for a time they are super-normal—that is the nature 
of profits; and during these next months or years I should hate 
to watch good money, which might serve alike to build up the 
reserves of British firms and to check the growth of the country’s 
foreign debt, soaking away as rake-off for local middlemen into 
the sands of the Middle East or the pampas of South America. 
But if I found among exporters, as I believe I should, a certain 
squeamishness about making excessive hay while the sun shines, 
I should, I think, be careful, even at the expense of some immediate 
national loss, not to treat it roughly. For among other outmoded 
heresies which I nowadays find myself defending with some 
warmth is the view that the quantity of goods which a country 
can sell depends a good deal in the end on the price at which it 
offers them. And there is danger in getting into a habit of mind 
in which that fact is forgotten. 

You will have noticed in recent discussions of exchange 
policy a strong tendency to criticise exchange adjustment as a 
cure for balance of payments troubles not so much on the ground 
that it is ill-mannered and disruptive as on the ground that it is 
likely to be ineffective in stimulating the demand for exports. 
Indeed, I am confidently expecting—I will not say from what 
quarter—the appearance of a book proving that our mistake in 
1931 was in not putting wp the value of the pound. I am not going 
in the few minutes that remain to me to talk about exchange 
policy or about wage policy, though I by no means desire to rule 
them out of the subsequent discussion. I would only say this. 
To the foreign purchaser of British goods it does not matter 
whether they are dear because the pound is high, or because 
British wage-rates are high, or because British methods of pro- 
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duction are inefficient. By the same token, if he is insensitive to 
a reduction of price proceeding from a change in one of those 
factors, the same holds good for a change in the others. If price- 
elasticity of demand is really to be regarded as a thing of the past, 
the consequences extend beyond the ruling-out of exchange- 
flexibility and wage-flexibility as instruments of policy : for there 
would stand condemned also, as ineffective for the purpose in 
hand, those improvements in productive efficiency on which we 
are accustomed to fall back as the one thing about the need for 
which we can all agree. 

Surely this is too gloomy a view; surely, to take only one 
instance, there are large untapped strata of potential demand on 
the North American continent for British-made clothing which an 
attractive price-policy, given time for the build-up of organisation 
and the formation of habits, could be relied upon to charm into 
the light of day. But here we reach the edge of another large 
thicket, that of commercial policy, and here therefore, having 
decoyed you thus far into the woods of controversy, I will make 
my bow and vanish. 

D. H. RoBERTSON 
Trinity College, 
Cambridge. 











AN OUTLINE OF ECONOMIC CONDITIONS IN FRANCE 
UNDER THE GERMAN OCCUPATION 


To describe in a few pages an economic system under enemy 
occupation the day after it ended may seem a bold undertaking. 
We have, it is true, only fragmentary documents at our disposal, 
and we are not yet far enough away from the situation to be able 
to appreciate it as a whole. It is especially difficult to form any 
accurate picture of it, on account of the dual character it has 
displayed throughout these four long years. Every activity had 
an extension into a twilight zone, analogous to the unconscious 
mind in human beings, which was more characteristic of reality 
than the part which met the eye. Even official mechanism— 
declaration of stocks, regulation of production, control of distri- 
bution, rationing of consumption—had its counterpart in clan- 
destine activity. And, in addition, this area of mystery was 
formidably complex in character, being composed of many entirely 
separate and disparate elements, and serving the purpose of 
resisters who aimed at keeping products out of German hands, as 
well as of fraudulent persons who cared only for their own interests. 

Consequently, the situation was a strange one: a man’s 
duty might require him to evade the law, and sloth could mas- 
querade as patriotism. As a result of this confusion in the 
elementary notions of right and wrong, a certain degree of moral 
chaos could scarcely be avoided. 

This explains, for example, why rationing in France and 
rationing in Great Britain, though the same in principle, differed 
profoundly in application. One was imposed by the enemy, the 
other had the consent of the people. 

Despite these difficulties, it seems desirable to attempt an 
immediate sketch of our economy, a sketch which, even if in- 
complete and provisional, may give a general impression to those 
eager for information on this subject. 

Above all, we would beg the reader not to pronounce a hasty 
judgment. Anyone who did not live under the occupation can 
scarcely imagine the atmosphere which prevailed in France: the 
feeling of total insecurity and the obsession with material problems 
such as heating, food, clothes and even habitation. The twentieth- 
century Parisian rediscovered the mentality of the cave man; 
he lived in the immediate present under the reign of what Keyser- 
ling rightly called “ original fear.”” His first concern was to 
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secure a living for his family and to maintain a minimum of 
national activity, in order to be able to wait and prepare for the 
future. A premature revolt would have been heroic and absurd. 
The rising of 1944 owed its efficacy to this long and grievous 
patience. 


The first statistics to be consulted are those of the cost of the 
occupation ; they place us in the right atmosphere and bear witness 
to the cause of our distress and bitterness. The total of these 
charges is necessarily approximate and provisional; it merely 
enables us to form some notion of the order of the cost. It was 
estimated on June 30, 1944, at a thousand milliard francs.! 

This sum allows for destruction due to bombardment by either 
side, since all military operations which took place on French ~ 
territory were the result of the occupation. This item of the cost 
is particularly distressing. Entire towns were almost, in the 
words of the poet, “effaced from the earth”: Saint-Nazaire, 
Dunkerque, Lorient, Vitry-le-Frangois . . . As for the expenses 
of reconstruction, the official departments estimated them at 
the beginning of 1945 at two thousand milliard francs, a figure 
which takes us into the realm of astronomical calculations and 
no longer conveys any meaning to the mind. 

The requisitions carried out by the enemy during the four years 
of their occupation were registered in the departments of our 
Institut de Conjoncture; details cannot be given here, and in any 
case the statistics are incomplete, since they take no account of 
direct purchases from farms or warehouses, or clandestine acquisi- 
tions from the black market, or goods consumed on the spot.? 

These requisitions, aggravated by the continually increasing 
scarcity of imports, led to a dearth. A planned economy was set 
up. This was no innovation, but an invensification of the previous 
system: there is a chain of continuity from the socialising 
economy of the Popular Front to the necessarily authoritarian 
war-time system, and thence to the even more rigid occupation 
system. 

We shall take a quick survey of the efforts made by those in 
control to keep the French people alive despite the rigours of an 


1 All the figures given in this account come, unless otherwise indicated, from 
the Service national des statistiques which published, under the occupation, the 
Bulletin de la Statistique générale de la France, and from the reports of the Institut 
de Conjoncture. The latter were confidential and given to only a few persons. 

* For what they are worth, however, some of these figures are impressive : 
854,000 tons.of meat, 650,000 horses, 10,000,000 hectolitres of wine, 575,600 
hectolitres of champagne, over 4,400,000 steres of wood, 67,200,000 tons of iron 
ore, 6,938,300 tons of cement... . 
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implacable domination. The judgments of men who have fought 
and suffered are liable to be obscured by passion, but we shall try 
to maintain, in this brief survey, that serene objectivity which 
should be the rule of the historian. 


1. Supply 

Owing to the unsettled condition of France at the time, only 
authoritarian measures were capable of restoring order, and the 
ever-threatening dearth demanded an increase of production and 
a restriction of consumption. An organisation was projected 
which modelled itself on a French institution deeply rooted in the 
past: the corporation. But very wisely, its creation was looked 
upon as a long and difficult task: it would be an edifice which 
time would help to build, and which would progress as those 
responsible gained a clearer understanding of its meaning and 
became better qualified to modify it in detail. Accordingly, the 
immediate problem was to draw up general plans, to sketch the 
main features. The individuals concerned would themselves tidy 
up, adjust and fill in. There was to be no rigidity : experience 
itself would gradually complete what was begun as a mere mental 
construction. 

In industry, the first wall of this vast structure was to be 
economic, the second, parallel to the first, was to be social, and 
the vaulted corporative roof would join the two and crown the 
building. 

The economic ‘“ wall” was formed by the organisation com- 
mittees and by the Central Office for the Distribution of Industrial 
Products (laws of August 16 and September 10, 1940). All the 
pre-existing powerful bodies, such as the General Confederation 
of French Employers and the General Confederation of Labour, 
were dissolved. The organisation committees had to direct the 
activities of the various branches of industry without any pre- 
liminary classification of them. The Minister set them up by 
decree, named their members, appointed a Government com- 
missioner as well, and approved or rejected their decisions. These 
organisms, then, were under State control. They were assigned 
very wide powers, such as the supervision of business enterprises, 
of the means of production, stocks, man-power, and the laying- 
down of manufacturing programmes, etc. Above their level, and 
bearing even more unmistakably the mark of the State, the 
Central Office for the Distribution of Industrial Products con- 
stituted the Government’s main control lever. We shall come 
upon it again when we deal with demand. 
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The necessary unity of control was ensured by a secretary, 
who was at the same time “ allocator-in-chief”’ and took his 
orders from the Minister of Production. Having the control of 
raw materials in a time of shortage, this Minister consequently 
became a kind of economic dictator. 

Liaison between the organisation centres and the distribution 
centres then established itself spontaneously, not without some 
friction: the Centre d’Information Interprofessionnel was formed, 
protocols were concluded between the committees, one and the 
same person was nominated as chief of an organisation committee 
and of a distribution department, etc. Gradually, too, control 
was extended and the whole system took on a bureaucratic char- 
acter. As a result, heads of businesses played an increasingly 
passive rdle and were in danger of losing that spirit of initiative 
which was once their greatness and the justification of their profits. 

The foundations of the second, or social, wall of the cor- 
porative edifice were laid by the Labour Charter (law of October 4, 
1941). This document, as its title indicates, was not an ordinary 
law; it was a declaration of principles, and did not fail to point 
to the existence of duties side by side with rights. It has been 
wrongly criticised on this score. On the contrary, it was its vague- 
ness, especially in terminology, that laid it open to just reproach. 

Private property, individual liberty, liberty of work and State 
authority : these were the corner-stones of the doctrine expressed 
by the Charter. But there were two tendencies coming to light 
which now balanced each other in a compromise: the syndicalist 
tendency and the corporativist tendency. The syndicates of the 
old order were openly regarded with suspicion. New syndicates 
were created, one for each area, non-political, non-doctrinal, 
dependent and under control, with limited rights and restricted 
functions. They nevertheless acquired a certain importance, since 
it was from among their members that those of the local social 
committees were recruited, and these committees were the first 
steps, as it were, in an institution which graduated from local to 
regional and national significance: each step was composed of 
members taken from the committees immediately below it, which 
were all of tripartite composition—employers, employees and 
workers, and other members. These committees dealt with con- 
tractual conditions of work (wages, terms of engagement, etc.) and 
in general with all questions relating to the life and work of 
workers and employees under the control of the State. 

The corporative bodies were represented by familles pro- 
fessionnelles, groups having mutual social and economic affinities. 
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Finally, comités sociaux détablissement and comités sociaux 
d’entreprise were set up; these too were tripartite, and compulsory 
for establishments of more than 100 workers and employees— 
this figure was later reduced to twenty-five. Their function was 
to establish fruitful contact between the head of the business and 
his staff. 

Article 39 of the Labour Charter provided for the construction 
of the roof which was finally to rest on the two well-cemented 
walls which we have just described. This article allowed pro- 
fessions having reached a certain degree of development to apply 
for transformation into corporations, which would mean the 
uniting of the economic and the social factors within their con- 
stitutive structure. It was the duty of a special commission to 
approve such applications; this would prevent the hasty forma- 
tion of corporations whose leaders had not given sufficient 
guarantees. 

In the case of agriculture, an obstacle was encountered : the 
mentality of the peasant, which was indifferent or hostile to 
corporative associations. It was necessary to alter the principle 
of the corporation and render optional the affiliation of the 
agriculturalist to the new group, 7.e., the corporative agricultural 
syndicate, one for each area and the rules of which applied to all 
persons following the agricultural profession (landowners, tenants, 
métuyers, and workers). The structure provided by the law of 
December 2, 1940, took the form, like many other French in- 
stitutions, of a flight of three steps: the local corporative agri- 
cultural syndicate at the bottom, the regional corporative union 
above it, and the national corporative agricultural council at the 
top. Presiding over the local syndicate was a syndic nominated 
by its members and appointed by the regional union; the latter 
was composed of members nominated by the general assembly of 
syndicates and appointed by the Minister of Agriculture; and the 
national council was made up of delegates from the unions. Side 
by side with these organisations were “ specialised groups,” one 
for each production or category of product, which corresponded 
to already existing associations, such as that of wheat-producers. 

It was the duty of the local syndicate to fix, by means of 
regulations agreed upon by parity commissions, the conditions of 
work, the legal conditions of land use, and in general all the pro- 
fessional relations between members of the profession. The 

1 The craftsmen and the banks had organisations to themselves; the liberal 


professions were grouped into categories (doctors, architects, notaries), as was 
already the case with barristers. 
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regional corporative union acted as guard over the syndicates and 
dealt with questions relating to all the conditions of peasant life, to 
apprenticeship, general discipline and professional honour, sales, 
clearance of products, and the whole of agricultural economy. 
The national corporative council co-ordinated and controlled the 
activities of all the agricultural bodies. The specialised groups 
devoted themselves to the defence of whatever products and 
markets were their particular concern. 

As the reader will observe, the whole system was impressive, 
but complicated. And we have not mentioned the network of 
relations between the professions, between the syndicates, etc. 
For the successful operation of such a scheme, much skill and 
good-will were needed. As it was, a development took place which 
threatened to ruin the edifice even before its completion—a 
development, natural enough in an economy of dearth, towards 
intensified State control. As early as the end of 1941, a law 
provided for the institution of a Plan by the Minister of Production 
and the closing of certain factories. The organisation committees 
found their legal position defined, but in such a manner that they 
appeared to be institutions of mixed character, with private 
rights, commissioned to perform a public service (Monpeurt 
decree, issued by the Council of State on July 31, 1942). It was 
inferred by some that a new system of law was coming into being : 
that of a directed economy. For his part, the Minister of Agri- 
culture issued orders to the peasants about production, tried to 
enforce the employment of waste lands, and even became, in 
December 1942, president of the national corporative agricultural 
ceuncil. He thus added dangerously to the encroachment of 
the State upon a province in which the mistrustful nature of the 
peasant makes it essential to walk warily. 

It was the Labour Charter that aroused the liveliest contro- 
versies. No one will dispute the excellence of the idea of bringing 
all classes of personnel, including employers, together into groups, 
with a view to replacing class struggle by co-operation. But the 


-workers were still too much attached to their old unions to welcome 


so complete a transformation, and they found it difficult to interest 
themselves in the comités sociaux d’éablissement ou d entreprise ; 
the public powers of these committees seemed to them too 
limited, since they were not concerned with the wage question.* 


1 The first committees to be created were the provisional social committees 
for business undertakings; about 9,000 of these were created in May 1944. They 
were termed provisional, because the local social committees which were to approve 
them did not yet exist. 
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Relations between the interested parties were embittered by 
unsolved problems, in particular by that of the method of nomina- 
tion for the committees, which was not specified in the Charter, 
and by that of the constitution of the patrimoine corporatif which 
inherited the property of the trade-unions and was supported by 
deductions from the profits of the businesses. It cannot even be 
said that the desired class unity was achieved, as the measures 
adopted did not destroy the contractual character of the collective 
agreement : inside the “ social committees,” the different classes 
of personnel continued to oppose each other. 

In short, the framework of the roof of the building was difficult 
to make, as the walls which were to carry it were of different 
heights. The organisation committees had to be grouped into 
general committees which corresponded, in the economic hierarchy, 
to the familles professionnelles in the social hierarchy. There was 
not time enough to bring the whole scheme to perfection. 

The years of occupation were no doubt an unsuitable period 
in which to try out a corporative system ; nevertheless some results 
were obtained in the way of organisation and concentration. 
But the machinery set up was vast and unwieldy; it made for a 
uniformity inimical to the maintenance of that high quality of 
production which was always a feature of our economic life; it 
intermingled considerations of private interest and of public 
service; it accentuated the glaring contrast between the ever- 
increasing number of controlling functionaries and the ever- 
decreasing number of matters for them to control. Above all, 
it looks as if the corporative spirit never really came into being : 
the organisation committees necessarily had at their head, in 
many cases, employers who were the only competent persons for 
the business in hand, but who do not appear to have always had 
the knowledge required for the management of whole branches 
of economic activity, or to have been able to renounce the pursuit 
of their personal advantage and consider only the general interest. 
For their part, the workers would not abandon their traditional 
trade-unionist tendencies and their concepts of class struggle. 
By the logic of events, corporativism degenerated into a hesitant 
and variegated system of economic control. 

Organisation of production is not the only way of bringing 
about an increase in supply. The Government can aim at 
releasing stocks by making declaration compulsory and by setting 
up controls. It can also institute schemes of salvage—salvage of 
paper, cardboard, rags, scrap-iron, rubber, leather, glass, bones, 
hog’s bristle, hair, etc. But the development of salvage schemes 
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appears to be governed by the following law: the yield at first 
increases as the organisation perfects itself, and then decreases as 
the stocks are exhausted. In France at the end of 1942, scrap- 
iron and rags were in the second of these phases, leather and hair 
in the first. There was at that time a great boom in the collecting, 
rag-picking and sorting trades. 

Naturally, the ingenuity of inventors gave itself free rein and 
substitute goods appeared in increasing quantity, but they were 
usually expensive and inferior in quality, though there were some 
remarkable exceptions (shaving creams and darning-wools). 

The main disadvantage attaching to these products was that 
they all of necessity used the same raw materials, i.e., those of 
which the country still had supplies, such as wood, coal and milk 
—supplies which were thus diminished still further. 

It was natural that the State should take upon itself the 
financing of these concerns, the profitability of which was doubtful, 
since most of them were likely to be abandoned as soon as peace 
was signed and international trade was resumed. A large variety 
of short- and medium-term financing policies were adopted. The 
Bank of France itself, breaking with tradition, consented in June 
1944 to give credit for as long as five years. 

Supply was further augmented by strict measures of economy 
which special organisations were formed to promote (notably the 
department for economy of raw materials), and in agriculture by 
a series of measures designed to facilitate or stimulate production, 
such as the reqiisitioning of rural man-power and the signing of 
cultivation contracts which bound the agriculturalist to deliver 
such and such a quantity of produce in return for remunerative 
payment and priority supplies of seed. 

The total strength of French labour was curtailed as-soon as 
the occupation began, by military losses and the passage of 
prisoners of war to Germany—all these were men in the prime of 
life; and further, from 1942 onwards, by the “ shift” and by the 
withdrawal of workers out of France through the Todt organisa- 
tion. The number of Frenchmen working in Germany either as 
prisoners or as deported persons was estimated in August 1944 
at 2,500,000. If to this we add the number of resisters who 
joined the Maquis, it will be evident that the shortage of man- 


power was serious. The decree of September 4, 1942, making 


work compulsory for all French nationals of the male sex 
between the ages of eighteen and fifty failed to remedy this in- 
sufficiency. It is true that increasingly advantageous provisions 
were made for large families and expectant mothers (such as 
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the raising of salaries and wages, reduction of taxes, and issue of 
priority-cards to save them waiting in queues), and that the 
excess of the death-rate over the birth-rate fell from 199,650 in 
1940 to 20,295 in 1943; but the effects of such an improvement 
are not felt until after a considerable time lag. 

On the other hand, the output per man-hour was hard to 
maintain. There had been a drastic prolongation of working 
hours, which had increased from forty in June 1941 to about 
forty-five at the end of 1943 (forty-seven in the mines in February 
1944); but the quality of the work was affected by the under- 
nourishment of the workers, by the departure of the specialists to 
Germany, and above all by deliberate slow working and patriotic 
sabotage. 

In order to form some idea of the results, let us quote some of 
these from the figures given by the Institut de Conjoncture. 
Agriculture declined owing to lack of equipment, man-power and 
manure; the only increase was in oleaginous produce. The 
quantity of horned cattle suffered little reduction; beef was used 
almost exclusively in the revictualling. The stock of sheep 
diminished by 40% under the occupation, the stock of pigs by 50%. 
In the towns, milk for consumption, pre-war supplies of which 
had been reduced by half, could only be issued to children and 
invalids, and old people in some cases. The vines suffered from 
inattention, and wine in 1944 was but mediocre. In industry, 
the general index of production, taking 1938 as base, fell to 52 at 
the beginning of 1944. The yield of coal fell slightly, the forests 
were devastated, there were no longer any liquid motor-fuels, 
electric power-houses were short of coal or suffered from abnormal 
draught after 1943, steel, aluminium and cement were reserved 
almost exclusively for the Germans, wool and cotton were not 
to be had, and paper was becoming an extreme rarity. 


2. Demand. 


For demand to be limited by authority, there must be control 
both of distribution and of consumption. 

In the sphere of industry there was the Central Office for the 
Distribution of Industrial Commodities which we have already 
mentioned, and which made use, for sub-distribution, of the 
organisation committees. Acting as a central bureau in a socialist 
economy must act, it aimed at ascertaining supply and demand by 
instituting a statistical investigation of needs, stocks, reserves, and 
potentials; it then established a hierarchy of these needs and 
satisfied the most important of them by appropriate distribution. 
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The difficulty of such a task, in a diverse and mobile economy like 
ours, is evident. 

In the end it had set up a minute system of control resembling 
that of the corporations in the old days. For example, the wool 
used in the fabrication of threads for civilian purposes had to 
include a certain fixed percentage of artificial fibres. 

In agriculture, a series of planning was instituted, based on 
the biennial declarations of the farmers: a plan of land use (by 
areas), a national plan of production (by quantities), a national 
plan of rationing and distribution. Regions were classified into 
three categories, excess, deficit and equilibrium, and the amount 
of produce required was apportioned among these areas, and then 
successively among the departments, cantons, and communes. 
The tradesman, for his part, found himself involved in an ad- 
ministrative complex, and came to play the part of a functionary : 
his profits were fixed, in absolute value at first, then more cor- 
rectly at a percentage of the sale price. Competition therefore 
disappeared and the middleman was controlled, inspected, and 
loaded with administrative duties. 

Distribution takes on a new aspect in the final stage, in which 
the consumer is implicated. In this stage demand is satisfied 
in a selective manner, characterised by rationing and delay. 
Rationing varied in the severity of its effect according to the district : 
the peasants of an agricultural region, far from thickly-populated 
centres and immune from control, or isolated because of lack of 
transport, might enjoy an unaccustomed abundance, whereas the 
inhabitants of an industrial town might fail even to obtain what 
their ration-cards entitled them to, and suffer hunger in con- 
sequence. Our emphasis here will be upon the rationing of food- 
stuffs, because of its obvious importance; and we shall consider, 
as a specific subject of study, the urban consumer round about 
the year 1943. At that time three sources of supply were at his 
disposal—if we treat as negligible the yield from gardens, which are 
rare in our big cities, and from the inconvenient and unhygienic 
rearing of rabbits and fowls in the courtyards of blocks of flats. - 

The ration-card was alone far from sufficient for adequate 
nutrition ; in 1943, it entitled the holder to about 1,100 calories, 
whereas 2,000 are necessary to support life. No Parisian who 
had not some outside source of supply to fall back on could be 
so conscientious as to keep within the limits of his rations: if 
he had done so, he would have died. The rations furnished half 
the quantity of proteins, a little more than half the quantity of 
fat and half the quantity of carbohydrates indispensable to life. 
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In addition, they were badly balanced, and, besides the afore- 
mentioned essentials, lacked many others: vitamins (especially 
vitamin A, owing to insufficient milk and butter), phosphorus and 
calcium. These deficiencies gave rise in all classes to very 
serious illness among growing children: tuberculosis, rickets, bone 
disease, etc. 

The reader may ask : what about the free market? It became 
progressively narrower and more costly, owing to the action of a 
two-fold economic law. On the one hand, more and more classes 
of foodstuffs came within the rationing scheme, since the con- 
sumer who finds that the high price of goods puts them out of his 
reach demands the extension of controls, and, on the other hand, 
the authorities are driven to controlling everything in order to 
put an over-all plan into operation. Secondly, when two economic 
sectors co-exist, and entrance to one of them is barred by rationing 
with taxation, if an inflationary movement occurs it influences the 
free sector much more violently by reason of that sector’s boundaries 
having narrowed. It was, in fact, observed that more and more 
classes of food-products became subject to rationing and taxation, 
and that the price on the free market of honey, for example, rose 
from 15 frs. at the beginning of 1940, to 350 frs. in the summer of 
1943. 

Finally, the Government had authorised the ‘“ family parcel,” 
whose paradoxical characteristic was that the sender and the 
recipient did not have to be linked by ties of blood : all that was 
required was that the parcel be sent direct from producer to 
consumer. Its contents were limited in weight and quantity. 
Parisians will long remember the novel spectacle of their capital, 
swept clean of cars and omnibuses, but swarming with little hand- 
carts surmounted by pyramids of parcels: that was their source 
of supply. It was an illogical and ruinous system : the consumer 
had to scour the countryside in search of the amenable producer, 
plead his case, give presents, provide packing-material. . . . 
He had to be his own carrier and distributor, and the costs of the 
transaction were enormous, since they comprised, in addition to 
the price, usually black-market, of the goods, fatigue, loss of time, 
and wear and tear of those irreplacables, shoes and bicycle-tyres. 

Selection by delay—that is to say, the queue—is spontaneous : 
it arose automatically from the lapse of selection by price. 

Of the two principal types of queue in Paris, the first had to do 
with the buying of foodstuffs, the second with administrative 
matters. The first applied not only to the purchase of food- 
products, but also to the preliminary registration which was a 
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prelude to such purchase; each of these activities had to take 
place at stated hours, and the queues associated with them 
originated as much from the fear of not being served, in spite of 
the possession of coupons, as of being badly served : meat to the 
first-comers, offal to the last. This type of queue diminished 
somewhat during 1942-43, to the advantage of its administrative 
rival; town-halls had to open annexes and take on considerable 
extra staff in order to deal with the multitude of applications : 
for purchase-vouchers (shoes, candles, paraffin), renewal of special- 
diet certificates (there were 130,000 supplemented-diet cards in 
Paris at the end of 1943), changing of ration-cards by travellers, 
etc. Queues were of the most diverse kinds, from the “ relay,”’ 
in which the different members of the family alternated, to the 
“ surprise,” which formed by the door of the shop at which “ the 
car would arrive,” although nobody knew what it would bring, 
or even whether it would bring anything at all. 

The queue, characteristic of our economy, is a deplorable 
phenomenon: it encourages tradesmen to reduce their staff, at 
the price merely of a somewhat longer wait for their customers— 
not to mention that a fine long twisting queue adds to their 
prestige—it is very costly in energy and in time.! 

The effect of establishing a controlled or socialised economy 
in a country, such as ours, whose people have an individualist 
psychology, is to give rise to spontaneous re-adjustments and 
clandestine activities, and these occurred in France in the form of 
private arrangements, barter and the black market in general. 

The collapse of the price-system took us back to the days 
when the quality of the dealer affected the nature of transactions. 
The precious anonymity of the market under an individualist 
regime safeguarded the free choice enjoyed by supplier and 
purchaser alike. Since 1940 every tradesman classified his 
customers according to a personal scale of values, the privileged 
receiving goods “‘ under the counter,” while the disinherited were 
kept strictly to their ration-cards. A customer who protested 
against short weight or excessive price ran the terrible risk of 
losing caste in the eyes of the tradesman. In addition, personal 


1 Is there any sadder sight than that of aged women, or women worn out 
with privation, standing for hours in the rain or the icy wind in the hope of 
obtaining some miserable nourishment for their children? It is not even possible 
to suppress the queue by authority, because it would be succeeded by another 
variety of spontaneous selection : violence. In July 1941 it was decreed that no 
queue would be formed more than half an hour before the shops opened : where- 
upon the customers prowled about in the neighbourhood of the shop, and, at zero 
hour, formed their queue with such savage precipitancy that blood was shed. 
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arrangements were carried out between city-dwellers and country 
folk, who varied their prices according to the quality of the 
customer—relation, neighbour, summer resident, “‘ foreigner ”— 
and the highest of such prices were sometimes the triple or 
quadruple of the lowest. The secrecy of these transactions and 
their uncertain nature makes scientific examination very difficult. 

Barter also constituted a typical regression. That it occurs 
whenever money diminishes in importance, is a frequently 
attested historical fact. It satisfied two principal requirements. 
In the first place, it was a rectification of the controlled economy. 
Such an economy acts of its nature in the direction of simplifica- 
tion, men’s needs are considered to be identical, in order to 
facilitate distribution : smoker or non-smoker, every man had his 
tobacco, and every woman was deprived of it. It was for them to 
acquire or part with cigarettes according to their taste. In the 
second place, barter is a means of evading rationing and tax 
regulations, and its development was widespread and secret. 

The tariffs of barter-exchange were necessarily of an extreme 
diversity : particular customs in this matter, however, established 
themselves in particular districts, the result either of geographical 
isolation or of the psychology of the inhabitants. There is no 
single rational basis for barter; the rates can be fixed according 
to the legal ration, the official price, the black-market price, or the 
calorie-content.! 

In accordance with the laws of economics, certain commodi- 
ties in great demand quickly became currency-merchandise, for 
instance the packet of cigarettes. 

The disadvantages of barter are sufficiently well known to 
make it unnecessary for us to enumerate them here; we shall 
content ourselves with mentioning only two of the most serious. 
The official system of allocation was disrupted; for example, 
industrialists demanded old materials in exchange for new ones, 
thus contriving simultaneously to draw stocks away from govern- 
mental salvage undertakings, and to supply commodities inde- 
pendent of the plan. On the other hand, the population was 


divided into two categories: the privileged—producers and . 


distributors with means of barter at their disposal,—and the 
disinherited—civil servants, employees, workers, rentiers, capable 
of monetary transactions only. 

Finally, the black market constitutes the typical reaction of the 
individual to economic control. It comprises the whole field of 


1 Examples: a pound of dough for four bottles of wine, a pound of butter for 
taking the farmer’s photograph, a French-lesson for 2 kilograms of fish. 
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operations infringing taxation and rationing regulations. The 
absolute necessity of having recourse to it, if life was to be sup- 
ported, very soon induced the Government, as well as the courts 
and the ecclesiastical authorities, to make a distinction between 


* those consumers who sought to supplement the family food- 


supplies, and those who bought with the object of re-selling, and 
thus to make profits by acting as distributors. The former class 
was very largely tolerated. 

It is obviously impossible to give an exact measurement of the 
stability of the black market. The characteristics of its prices 
were height, dispersion and variability. Butter, for example, 
fetched 500 to 700 frs. per kilogram (tax 64 frs.) in Paris during 
the summer of 1943, 800 to 1,000 frs. (tax 80 frs.) during the 
summer of 1944. In the latter period, at the farm in Normandy, 
it fetched 200 to 400 frs., fell sharply at the beginning of the 
invasion to 30 frs., then rose to the former figure when the battle- 
front stabilised. A bicycle tyre cost, at the time of the liberation 
of Paris, 1,700 frs. (with purchase-voucher it costs only 35 frs.). 
The inflationary trend, the extension of taxation, the relative rarity 
of commodities, the strengthening of controls, modification of the 
rationing-system and psychological factors contributed to the 
unstable and chaotic character of this market. 

The black market was supplied from very fecund sources : 
portions allocated to producers for. their personal use; relaxations 
in favour of tradespeople to enable them to make up their losses 
from wear and tear; fraudulent operations in weight, in ration- 
cards, and in stock-declarations; saving of raw materials; etc. 
@landestine operations had become so usual at the end of the 
occupation that they could be looked upon as the normal thing. 

Looking at the problem as a whole, we must recognise that the 
authorities found themselves face to face with considerable practi- 
cal difficulties : individuals were categorised in an approximate 
manner according to their age and strength; special diets were 
reduced to three; taxes were often faulty in their operation: a 
famous example is that of potatoes, which because of the tax were 
fed to pigs in 1941, while whole truck loads of swedes arrived in 


' Paris—a remarkable revenge taken by animals on human beings; 


visible costs were enormous; there was an ever-increasing number 
of officials, quasi-officials and auxiliaries, and of formalities (up 
to 300 declarations a year were made in certain industries) ; 
there was waste due to incompetence, delay and negligence 
(frozen potatoes, rotted cheese); and we have seen that the 
invisible costs were no less great (queues, trips into the country). 
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More serious was the deterioration of the quality of commodities : 
what was the point of taking care of products sold under tax 
which the customer would be forced to buy? Windfalls went to 
the legal market, but the apple-crop went to the black market. 

Persecuted, fleeced, reduced to the expedient of insinuating ° 
himself into the good graces of the supplier by means of presents 
and sweet smiles, obliged to make continual journeys, obsessed 
by the fear of losing his food-cards, or of exceeding the maximum 
permitted consumption of gas or electricity, even the exact 
calculation of which was often of an intricacy beyond his capacities, 
the consumer devoted all his intelligence and ingenuity to evading 
the regulations and escaping from controls and sanctions. 

But one pure radiance does shine out from this sombre picture : 
the French woman. Manoeuvring herself among ration-cards, 
letters and figures, shivering in the interminable queues, rushing 
from shop to station in quest of parcels, to the police-station for 
visas, with no means of transport other than her feet, shod in 
heavy wooden shoes, never enjoying a moment’s rest, even on 
Sundays, the housewife was the salvation, often at the cost of her 
beauty and her health, of the French family to which she gave 
untiring devotion, and the impartial historian of the future will 
accord a place of honour to this anonymous and modest heroine. 


3. The Equilibrium Between Supply and Demand 


The destruction of our means of transport was the principal 
cause of the creeping paralysis of our economy. ‘Technicians did 
wonders in the maintenance of railway communication, in spite 
of heavy requisitioning by the Germans. Tonnage per kilometre 
transported by rail in 1943 was greater than that of 1938, thanks 
to increased axle-load and the speeding up of turn-round, but the 
daily average of trucks loaded dropped from 35,700 in January 
1938 to less than 9,300 in May 1944, and wear and tear of capital 
equipment was considerable. The number of railway passengers | 
carried was also greater in the summer of 1943 than in the summer 
of 1938, but this increase was achieved at the price of incredible 
overcrowding which made travelling a misery. It even happened 
that in order to obtain a seat, the passenger was obliged to spend 
the night in Paris in a hotel near the station, so that he could be 
first in the queue at the booking-office at the early hour when the 
curfew was lifted, on the first day on which reservation was 
possible. Fares were raised in a proportion lower than the rate 
of increase in retail prices, bui the Société Nationale des Chemsns 
de Fer, working to full capacity and exploiting the fall in the rate 
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of interest induced by the abundance of capital, made profits 
beyond its wildest dreams. 

The merchant marine, already hard hit by the so-called social 
laws ever since 1936, had lost more than two-thirds of its stocks 
at the time of the liberation. 

The circulation of money was canalised, at the cost of great 
efforts, by the controllers of our economy : the object, in accord- 
ance with the circuit theory, was to attract into the Treasury the 
increasingly large funds which circumstances put into circulation, 
without direct coercion, but by eliminating all other means of 
investment. 

This policy was aided by the paralysis of business and the 
isolation of our country, but at the same time it was rendered 
less effective by the aggravation of the inflationary trend for 
which the Germans were responsible. France was obliged, in 
fact, to pay them on account for occupation costs, a sum of 
400,000,000 frs. per day, reduced by acquiescence to 300,000,000 
in May 1941, and raised to 500,000,000 on November 11, 1942. 
In addition, since January 1, 1943, 1,000,000,000 frs. had to 
be paid monthly to the Italian Government, a sum which the 
German Government appropriated to its own use after September 
1943. The total sum paid to Germany in occupation costs by 
our Institut Central amounted on July 20, 1944, to nearly 
632,000,000,000 frs., of which 426,000,000,000 corresponded to 
loans floated by that establishment, the balance being made up 
in Treasury bonds. The circulation consisted in an issue of 
notes, to the value of 592,000,000,000 frs. at the beginning of 
August (150 milliard at the end of 1939). 

From the time when our territory was invaded, Reichskredit- 
kassen had been issued to the occupation troops.2. The rate of 
exchange had been fixed by the Germans at 20 frs. the mark, a 
figure higher than the parity between these two currencies in the 
free countries, and advantageous to the occupying power. 

This inflation swelled the reserves of savings- and other banks, 
and brought about a fall in the price of money: the rate of dis- 
count of the Bank of France has remained at 1-75 since March 


1 After the Allied bombings of the spring and summer of 1944 and the destruc- 
tion carried out by the retreating Germans, the situation became tragic. On the 
morrow of the liberation, the available rolling-stock was reduced to less than a 
third of its pre-war strength in goods services, and to half of its pre-war strength 
in passenger services. 

* These notes were legal tender in all the occupied countries, but not in 
Germany; they were fairly quickly ‘“‘ mopped up ”’ by the Bank of France—that 
is to say, replaced by French notes. 
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1941—the lowest discount rate ever recorded in the history of 
French finance—the rate of interest of one-year Treasury bonds 
was 2-25 and the average capitalisation rate for 300 shares 
reached 1°% in June 1943. 

On August 31, 1944, the public debt stood at 1,523,000,000,000 
frs., of which 516,000,000,000 frs. was owed to issuing houses. 
Another part of the money in circulation lay fallow—that is to 
say, it was hoarded. Its total, whose high level was attested by 
the disappearance of paper money of small denominations, was 
estimated in May 1944 at about 150,000,000,000 frs. 

Where did the leakages in the circuit take place? In order to 
inspect them, we shall examine the barriers guarding those channels 
through which in former times money circulated freely. 

It was to be feared that funds seeking investment would weigh 
upon the money-market, causing excessive upward movements 
and stimulating dangerous speculation. Consequently time- 
bargains were suspended and the kerb-market forbidden. In 
addition, foreign transferable securities were frozen by the occupy- 
ing power, and stock-exchanges were from 1942 onwards placed 
under the authority of a committee with a majority of ministerial 
nominees. From 1941 onwards share-issues of more than 
50,000,000 frs. were indirectly controlled by ministerial authorisa- 
tion. Besides all this, the brokers’ syndicate had consented to 
the authorities’ request that they should deliberately distort the 
interplay of supply and demand by forbidding market variations © 
above a fixed percentage of the average quotation of the day 
before. In other words, selection no longer operated through the 
price mechanism, buyers waited to be served, just as consumers 
queued up in front of shops. For the same reason a black market 
in transferable securities arose. In every field the controlled 
economy had similar effects. 

A flight from paper towards real values was also to be antici- 
pated. Durable objects, such as pictures, objets d’art, jewels, 
profited from this movement. Above all, gold was susceptible 
to it. Operations in gold unauthorised by the Bank of France 
had been prohibited since 1939. Export and import of gold 
was subject to the granting of a licence, by the Bank of France 
in the case of monetary gold, by the Central Office for the Dis- 
tribution of Industrial Products in the other cases. But the 
black market flourished. While the official price was pegged at 
47,608 frs. per fine kilogram, the secret market was subject to 
wide fluctuation, due above all to psychological factors : belief in 
a near or a distant end to the war, fear that the notes might be 
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stamped, opinion on the future of gold, etc. Thus the Italian 
capitulation of August 1943 caused a collapse of the market. 
The Napoléon bought for 274.50 frs. by the Bank of France, was 
worth 1,975 frs. on December 31, 1941, 5,000 frs. on November 5, 
1942 (maximum), 2,500 frs. on June 30, 1943, 4,000 frs. on 
August 26, 1944. 

The largest breach through which the flow of money threatened 
to break out of its channel was that which the rise in the cost of 
living risked opening. It was essential that the individual con- 
sumer should not be obliged to expend an ever-increasing pro- 
portion of his income on current expenses. In 1939, the 
Government struck a sharp and hasty blow by pegging all 
prices, except those of agricultural and export products, at the 
level obtaining on September 1, 1939. In 1940, the Minister and 
prefects were empowered to tax agricultural products. This two- 
fold system received over-all confirmation with the “ price 
charter ’’ of October 21, 1940. In addition, the State, in order to 
keep up the price of certain commodities of current consumption 
without discouraging the consumer, undertook to make up the 
difference between the tradesman’s selling price and the purchase 
price from the peasant. At the time of the liberation, subsidies 
to the total value of about 40,000,000,000 frs. were being paid. 

It was clear that the economy could not be thus permanently 
immobilised. Raw materials of foreign origin and commodities 
supplied on the black market were continually rising in price. 
All that the Government could hope to do was to impede the 
upward trend, but it had to throw out ballast in order not to stifle 
the economy and drive initiative towards clandestine operations. 
A Central Price Committee was entrusted with the task of suggest - 
ing increases in pegged prices and taxation revisions. Thus the 
controlled prices slowly but surely rose.!_ Black-market prices, 
for their part, rose in chaotic leaps, and a flood of liquid assets 
escaped from the broken circuit. 

There does exist an indirect means of impeding a rise in prices, 
and that is the limitation of incomes. The Government had 
recourse to this expedient. Wages were pegged at the level 
prevailing on September 1, 1939. But it would have been 
inhuman to maintain these arrangements while prices continued 


_ to rise; entrepreneurs began by evading the regulation with 


1 The averages weighted by reference to consumption in the year 1942 (base 
August 1939) were in June 1944 equal to 252-6 for wholesale prices, 260 for retail 
prices, 265-1 for the cost of living (taking the income structure as uniformly 
constant, which of course in reality was very far from being the case). 
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gratuities, compensations and a great variety of bonuses; then 
exceptions were multiplied, in a sporadic and hesitating manner, 
while not abandoning the principle. Finally, a general revision 
of wage-rates according to territorial zones and branches of 
occupational activity was decided upon in June 1943, and workers’ 
remunerations were in consequence successively “ unpegged ” in 
a series of occupations. 

Profits were also limited. Laws passed in 1941 specified that 
dividends paid by French companies must not exceed the highest 
figure distributed during the three last fiscal periods ending on 
January 1, 1940, and imposed a temporary levy on excess business 
profits. 

Capital gains realised on the Stock Exchange, obtained with 
a@ maximum delay of three months, became subject to an excep- 
tional tax equal to the difference between the purchase price 
increased by 5°% and the selling price of the securities in question. 

Such efforts were praiseworthy, but totally inadequate. The 
ever-expanding monetary flow would have overflowed all dykes, 
disrupted all channels, if liberation had not come. 

In a word, the co-efficient of closure of the circuit was 76° in 
1940, 80% in 1941, 67% in 1942, 72% in 1943, 62% for the first 
eight months of 1944. It may therefore be said that about a 
quarter of the total monetary circulation broke out of the circuit. 

To sum up: corporativism, controlled economy, all failed, 
and necessarily so, in view of the disastrous circumstances in 
which we found ourselves : occupation and penury. Through the 
darkness we waited for the day of liberation, and it is a fine thing 
now to be able to say, like Sieyés after the Great Revolution : 
“'T have lived.” 


Louis BaupIN 
Paris. 


1 £.g., raising of abnormally low wage-rates by the institution of a regional 
minimum, a bonus for all workers and employees earning less than 3,000 frs. per 
annum, increase of the housing allowance compensation and the special tem- 
porary allowance for civil servants, raising of the average departmental wage- 
rate used as a basis for calculating family allowances, and introduction of the 
so-called “ unique wage ’’ system. 
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SOME CONSIDERATIONS ON STABILITY CONDITIONS, 
EMPLOYMENT AND REAL WAGE RATES 















It is always a dismal task to summon before the bar of present 
judgment one’s own past writings—things done long ago and ill 
done—and, like Minos, to assign to each its appropriate circle in 
the Inferno. But Mr. Tsiang’s interesting and, if I may say so, 
admirably written article in the Economic JouRNAL of December 
last, which was in effect a critique of a part of my book on Em- 
ployment and Equilibrium, has induced me, not without reluct- 
ance, to look once more at the argument there developed. The 
article that follows is the result of this reconsideration. 
I 

In order that what is said may be intelligible by itself, without 
the reader having to refer elsewhere, I must begin by briefly 
describing the model world which I postulated and defining the 
symbols used in it. 

We imagine that there are a number of industries, each con- 
taining a number of firms, engaged in making different sorts of 
consumption goods. All the firms in all the industries are 
exactly alike in respect both of demand and of supply conditions, 
so that in equilibrium employment in any firm is a given fraction of 
aggregate employment in all of them; and aggregate output may 
be regarded as consisting of so many units of a composite con- 
sumption good made up in equal parts of all the different sorts of 
output. Since we are concerned with short-period equilibrium only, 
external economies and diseconomies are taken to be excluded. Let 
x represent the quantity of employment in the whole body of con- 
sumption industries. Then the aggregate output of this com- 
posite consumption good may be written F(x). Further, writing 
W, for the wage rate in terms of units of the composite consump- 
tion good—assumed to be equal in all the consumption industries 
—and 7, for the elasticity (defined as positive in Marshall’s 
manner) of demand in terms of the composite consumption good 
for the output of the particular consumption good produced by 
any firm when the aggregate output of composite consumption 
goods is x, we have, as a condition for the system to be in short- 
period equilibrium, 

W,=(1 — 7) Fe) eee 
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In like manner, let y represent the quantity of employment in 
the whole body of investment industries. Then the aggregate 
output of the corresponding composite investment good may be 
written %(y). Write W, for the wage rate in investment indus- 
tries in terms of the composite investment good and 7, for the 
elasticity of demand in terms of this good for the output from any 
firm of its particular investment good when the aggregate output 
of composite investment goods is y. We have then, as a second 
condition for the system to be in short-period equilibrium, 


W,=(1—~) ww EY 


We postulate that the money rate of wages is the same in the 
consumption and in the investment industries. Let it be repre- 
sented by w. Write p, and p, for the expected selling price per 
unit of composite consumption goods and composite investment 
goods respectively. Then 

W, =~ and W, as he 
Pi Pe 
Further, {p,F(x) + pob(y)} measures expected money income. 
Hence 





F 
[e=5r* Deh 
Nm Ne 
which, for brevity, we write (K, + K,)w, measures expected 
money income. 

Write r to represent the rate of interest—more strictly Lord 
Keynes’ “ complex of rates of interest and discount ” —which, 
since we are concerned with equilibrium situations, is the same 
whether expressed in terms of money or of any sort of good. In 
the text of this article I shall confine myself to the case of what I 
ealled in my book a normal monetary and banking system, 
namely one in which actual money income is an increasing function 
of the rate of interest, so that it may be written g(r), with g’ 
positive. 

For the system to be in equilibrium expected money income 
must be equal to actual money income. That is 


gir) =(K,+K,w .... () 


We postulate that all labour devoted to investment is engaged in 
making investment goods, none of it in making consumption 


1 The difficulties connected with this concept are outside the scope of this 
article. 
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goods to be stored up. This enables us to make y mean, not only 
the quantity of labour devoted to making investment goods, but 
also to the quantity of labour supplied for investment, so that 
y = f{r,F(x)}. The quantity of labour demanded for investment 
may be written ¢(r). It is, therefore, a further condition for the 
equilibrium of the system that 


pr ae | ee 


II 


A main division of my Employment and Equilibrium, Part ITI 
and Mathematical Appendix, was concerned with developing a 
set of formulae designed to show the relation, in neighbouring 
states of short-period equilibrium, between variations in each of 
several relevant elements and in (i) the aggregate volume of 
employment and (ii) this aggregate volume divided by the volume 
of employment in the investment industries—the employment 
multiplier. The implications of this set of formulae depend, of 
course, on the signs of the expressions contained in them. In my 
book I argued on general grounds that ¢’ may always be taken as 


negative and = . F’ as positive; while, for the case of what I 


called a normal monetary and banking policy, g’ was positive by 
definition. W,, Wz, ¢,f, F, %, K, and K, are, of course, positive. 
Finally, n, and 7, are by definition positive, and, since we exclude 
negative wage rates, must, in view of equations (I) and (II), be 
greater than unity. About these signs there is no difficulty and 
no dispute. 

But I also inferred certain other signs from the requirements 
of stability, arguing that, since positions of unstable equilibrium 
cannot practically maintain themselves for more than a moment, 
they may be disregarded as academic playthings. On this basis I 


decided that negative values for (Zz — $’) and positive values for 


$f (1 - =) F’} and wil -- -) y’}., which, in conditions of 
perfect competition, reduce to F’’ and yf’, have to be excluded, 
the two last exclusions implying in a@ fortiori that K,' and K,’ 
must be positive. ; 

Mr. Tsiang’s article is directed to show that, with a normal 
monetary and banking policy, the first of these signs cannot in 
any event be inferred as a condition of stability; and that the 
others cannot be so inferred except under perfect competition. 
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For the main part of the argument of my book, which referred 
to real wage rates only incidentally, it is not essential that 


£{(t — =) F’} and 5 {(1 — =) yp’ } should be negative or nil; 


but it is essential that @ — ¢’) and K,’ and K,’ should be 


positive.' From my point of view the chief issue which Mr. 
Tsiang’s article raises has to do with these signs. 


Ill 


In my book I took the view that, if a small disturbance in any 
element in the economic system, quantity of labour engaged in 
any firm in the consumption industries, or anything else, taken 
by itself alone, would call into play forces accentuating the 
disturbance, the equilibrium must be regarded as unstable, and, 
therefore, the conditions that allow of it as inadmissible. Mr. 
Tsiang, however, has pointed out that a disturbance in one element 
may lead to movements in other elements, the stabilising tendency 
of which outweights the destabilising tendency of the original 
movement. In such cases, though the equilibrium may perhaps 
properly be called imperfectly stable, it is nevertheless effectively 
stable. The conditions that allow of it cannot, therefore, be 
ruled out on the ground that it is impossible for them to maintain 
themselves in real life. The only conditions that can be ruled 
out are those that entail instability in the face of small accidental 
changes when indirect as well as direct reactions are taken into 
account. 

IV 

Remembering this, consider the expression e4 — $). 
Starting from the equilibrium condition ¢(r) = f{r,F(x)} and 
ignoring indirect reactions, I inferred in my book that, in order to 
exclude unstable equilibrium, we must have 


(z — ¢')=>0. 


1 The argument of Part II Chapter IV from Section 6 onwards does, indeed, 


a d RV d Se 

make use of the proposition that , {(1 a pl } and te {(1 -<) ¥} must 
be negative. But the conclusion to which it leads, that a cut in money wage rates 
will increase employment, holds good independently of that, provided that K,’ 
and K,’ are positive. 

? For obviously, if the supply curve of labour for investment out of a given 
income is inclined negatively over the relevant part, it can only be a backward- 
rising, not a forward-falling curve. 
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But, when account is taken of indirect reactions, we are evidently 
not entitled to claim that. Confronted with the two general 
equilibrium equations (III) and (IV) above, prima facie we are 
entitled to claim that 


l 
f- ¢) = >0 
and =r, + K, —g) = >0. 


Mr. Champernowne, however, has shown me that this is not correct. 
In order to exclude unstable equilibrium, what we in fact require is 


d : , 
dg\f—%)=>0 subject to (K, + K, —g) =0: 


or, alternatively, which is another way of saying the same thing, 
d 
dx 
This implies 
ee of ,\€(K,+K,) 1 _, 
apt + (; — ¢ SE gg = >0, 
which is Mr. Tsiang’s “‘co-ordinated”’ condition, corrected for a 
slip, or, better, in terms of the elementary functions, 


K, + K,—g)=>0 subject to (d —f) =0. 


0 ’ 
op. G9) 


Ae > Rag Ke 


It is obvious that, though we are given that a . F’ and g’ are 
positive and that ¢’ is negative, this ts, - not enable 
us to say anything about the sign of (< of —q ). 


Having reached this negative conclusion, Mr. Tsiang, in 
accordance with the scheme of his discussion, stops. Obviously, 
however, I cannot stop: but am driven forward to enquire whether 


light can be thrown on the sign of (Z of —¢ ) otherwise than by way 


of stability considerations. 

Now, the relation between the amount that people with given 
real incomes are likely to save and the rate of interest has been a 
good deal discussed among economists. It is agreed that, for 
some people in some situations a higher rate of interest will call 


of 


out a lower rate of saving, that is to say a, Will be negative. Our 


concern, however, is with the people of the modern community 
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taken as a whole. The matter is well summed up by Marshall in 
these words: “‘ Though the rate of saving of many people is but 
little affected by the rate of interest, while a few, who have 
determined to secure an income of a certain fixed amount for 
themselves or their families, will save less with a high rate than 
with a low rate of interest; yet a strong balance of evidence 
seems to rest with the opinion that a rise in the rate of interest, 
or demand price for saving, tends to increase the volume of 
saving.” + That is to say, a strong balance seems to rest with the 


opinion that of ig positive. I do not think that anything has 


happened since Marshall’s time to reverse this judgment; though 
there may be reason for adding to it the rider that the positive 


value of of is probably small. But of course, if of is positive, a 
fortiori (Zz ~ $’) is positive, since we know that ¢’ is negative. 


Granted that, on the evidence, 4 is probably positive, it follows 
that (iz — $’) is probably positive with a higher degree of pro- 
bability. What I claimed in my book to be necessary is in fact 
probable. 

V 


Turn now to the expressions 


d oS: d ee 

z\() ‘es 8 } and 7, { (1 —=)# j; 
which, in perfect competition, reduce to F” and ”. The 
stability considerations relevant to the signs of these expressions 
are concerned, not, like those discussed in the last section, with 
aggregate investment, but with the outputs of the several firms 
engaged in particylar industries. But systems in which these 
outputs are unstable, equally with systems in which aggregate 
investment is unstable, may be ruled out on the ground that they 
cannot maintain themselves for more than a moment. 

Write p, for the expected money price per unit of a particular 
consumption good produced by a particular firm, in terms of units 
of the composite consumption good. Given that external 
economies are ruled out, as we have agreed is proper for short- 
period analysis, in conditions of perfect competition any firm in 
any consumption-good industry, for which F’,’’(2,) is positive, if 
in equilibrium at all, can only be in unstable equilibrium. For, 

1 Principles, 5th edition, p. 534. 
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should it win a momentary advantage over its competitors, it must 
expand till it monopolises the whole of its industry. That is 
incompatible with perfect competition. This is true for every 
firm in every consumption-good industry. It follows that, for 
the whole body of firms in the consumption industries in conditions 
of perfect competition, stability considerations require F'’’(x)< =0, 
In like manner ¢b’"(y) <= 0. For perfect competition, therefore, 
what is said in my book is, as Mr. Tsiang agrees, correct. It 
derives from the stability requirements of particular firms con- 
sidered separately. 

I argued further, however,"that, by similar reasoning, in condi- 
tions of imperfect competition positive values for = { ( a >) F’}, 
and i {(1 _ ~) v’} can be excluded. The equilibrium equation 
for a particular firm éngaged in a consumption industry is 


{A= -) Fy’ -Pa} = w. 


In order to exclude instability (w being constant) we must then 
have: 

d 1 i 
dent (1 — 7) Fn Pr} < =0. 7 
I treated p, as a constant on the ground that my model required 
the relative prices of all consumption goods to be the same in all 
equilibrium situations. Hence I inferred immediately 


d 1 ; 

ie (2 oe F, \ <a, 
Mr. Tsiang shows, however, that to regard p, as constant for the 
analysis of the stability of individual firms implies that the 
individual entrepreneur “ expects ante facto the price of his own 
product to remain always the same relative, to other prices”; 
which is incompatible with the conditions of imperfect competition 
that we are assuming to prevail. If, however, p, is not regarded 


as a constant, 4 must clearly be negative. Consequently 


zz {( i 7) Ba’ -Pa} <=0 


d 1 , 
dz, {(1 — 2) Fe} < =0: 
and my argument collapses. Thus with imperfect competition we 
cannot, as we can with perfect competition, derive from stability 


does not imply 
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considerations relevant to particular firms looked at separately 


the condition ; 
(1 a nS te = 0. 


In like manner we cannot derive 


wil—=)¥}< = 0. 


Hence I was wrong in asserting, as I did, that in conditions of 
imperfect competition stability considerations require, as between 
practicable equilibrium conditions, that 


d oe d 4A 
dz {(1 — )F"} and Fe {(1 — 7) #'} 
must be negative or nil. 


As with (2 — $’), so now with these expressions under condi- 


tions of imperfect competition, the next step is to ask whether any 
enlightenment about their signs can be obtained otherwise than 
by way of stability considerations. In conditions of imperfect 
competition 


d 1 : f 1 ene 1 

i (t -=)F} = {(1 at i + de aa: Fh: 

I can find no good reason for holding that this expression is more 
likely to be negative than positive. There is nothing to prevent 
F” from being positive, and there is perhaps more ground for 
thinking that increasing output will entail increasing elasticity in 
people’s demands for the purchases of a representative firm 
engaged in making it than for thinking the opposite. 


1In his book on the Trade Cycle, Mr. Harrod argues that in conditions of 
imperfect competition increased aggregate output is likely to be associated with 
diminished elasticity of representative demand because, as people become better 
off and able to buy more consumption goods in general, it becomes less worth 
their while to shift their purchases from one shop or firm to another for the sake of 
@ small gain (loc. cit., p. 21). There is, however, an important consideration on 
the other side. The elasticity of demand for the output of a particular firm in 
imperfect competition depends also on the character of the consumption goods 
that people buy. As they become able to buy more consumption goods in general, 
they devote a larger proportion of their expenditure on those goods to satisfy less 
urgent wants, in respect of which the demand is notoriously less elastic than it is in 
respect of necessaries. Thus Professor Allen and Dr. Bowley, who have made a 
statistical study of Family Expenditure within certain income ranges, write: 
“It is to be expected that substitution becomes more-easy for most goods as 
aggregate consumption rises, the larger expenditure is spread over a wider range of 
items and the possibility of substituting other items for a given item are thereby 
increased. It follows that the elasticity of demand for any item with respect to 
changes in its price is likely to increase with aggregate consumption. Demands 
tend to become more elastic as aggregate consumption level rises ”’ (loc. cit., p. 125). 
Thave substituted for income in this passage aggregate consumption throughout. 
No. 220—VOL. Ly. AA 
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VI 

What of K,’ and K,’, the signs of which are, as we have 

seen, much more important for my purposes than those of 
£ {(1 — ~) F’} and 5 {(1 — =) pS ? In my book I inferred 
that these signs had to be positive on the ground that 
x {(1 _ eS F’} and i {(1 — =) y'} had to be negative or nil. 
This ground having been removed, it is, nevertheless, possible 
that stability considerations should require K,’ and K,' to be 
positive; for, though they must be positive if the others are 
negative or nil, they may be positive without that condition being 
satisfied. In fact, however, as is evident from an inspection of the 
inequality numbered (V) in Section IV, stability considerations do 
not enable us to infer anything about their signs. There remains 
the question whether other considerations can enlighten us in 
that matter. 

- Write P, and P, for the proportionate shares of output of the 
consumption and investment industries respectively accruing to 
labour in these industries. Then K, = P, and K, = y . There 

2 
is a considerable amount of statistical evidence indicating that in 
actual life P, and P, jointly, and, we may fairly presume, severally 
also, manifest a high degree of stability. If they were absolutely 
. stable, and a fortiori if they decreased as x and y increased, it 
would follow at once that K,’ and K,' must be positive. But K,’ 
and K,’ will also be positive if P, and P, increase as x and y 
increase, provided that they do not increase in a proportion 
larger than that in which z and y increase. For 
P45 dx 1 zx dP 
Ky’ = dz (p) _ P, (1 mae Le <p} ) 
and K,’ is related in a similar way to P, and y. In view of the 
statistical evidence, there is a reasonable presumption that this 
proviso will be satisfied. I conclude therefore that K,’ and K,' 
are probably positive. 


VII 


If the results of the previous sections are correct, the following 
consequences result. First, since we have still reason to believe 


that Z = ‘), K,' and K,’ are probably positive, the scheme of 


principal conclusions reached in my book, including those con- 
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cerned with the relation between employment and money wage 
rates, remain intact; though, since positive signs for (z _ ‘) 
and, under imperfect competition, for K,’ and K,’ are found to be 
only probable, not certain, they should be held with reduced 
assurance. Secondly, the conclusion, stated in Part II, Ch. 4, 
about the relation between the real rate of wages in terms of 
consumption goods in the consumption industries and employ- 
ment there hold good in perfect competition, but not in imperfect 
competition. It is incorrect to argue, as I did, that, other things 
being equal, a cut in money wage rates may be expected under 
imperfect competition to entail at once an increase in employment 
and a decrease in real wage rates, still more incorrect to argue that 
the increase in employment will be accomplished by means of a 
decrease in real wage rates. An increase in employment in the 
consumption industries—and in the aggregate—is to be looked 
for; but in conditions of imperfect competition real wage rates 
may be raised.? 
A. C. Piaou 
King’s College, 
Cambridge. 


Note 


In the text of this article I have been concerned only with an 
economy working under a normal monetary and banking system. 
But a word is also required about one where monetary and 
banking policy is directed (successfully) to keeping the price level 
of consumption goods in general constant—though here there is 
no criticism on the part of Mr. Tsiang to be considered. With this 
kind of monetary and banking policy we/are still unable under 


1 Historically, as was shown in my Industrial Fluctuations, second edition, 
p. 238, over the period 1850-1914 “‘ the upper halves of trade cycles have on 
the whole been associated with higher rates of real wages than the lower halves.” 
On the other hand, in the immediate post-1918 period there was a strong positive 
correlation between the rate of real wages and unemployment (ibid., p. 198). 
Discrepancies of this kind need not surprise us in view of the complex character 
of the causal processes at work. Thus on some occasions an upward movement 
is initiated from the supply side—the workpeople successfully insisting on better 
money rates without anything as yet having happened to prices. On other 
occasions improved expectations on the part of business men may lead to 
increased money demand for labour and better money wage rates before money 
has flowed out into circulation and affected prices. On yet other occasions money 
wage rates may rise after such improved expectations have brought about an 
outflow of money into the circulation and an associated rise in prices. In the two 
former cases we should expect a rise, in the other a fall in real wage rates. More- 
over, in actual life these three cases are not neatly separated but mixed together. 
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imperfect competition to infer from stability considerations 
affecting particular firms taken separately that 

d 1 

te {(1 —;,)F} <=0- 


But now, in place of the second general equation set out in 
Section I, we have (writing the money wage rate w = 1): 


1 
C (constant) = rae TR, 
(1 cs! = F 


The condition associated with this that is required to exclude 
unstable equilibrium is 


n 
which implies 
d 1 
—_ i aS bs 
dx {(1 a i ° 
This in turn implies 
' “ee a tee 
(¥ = =) =>0 
As is shown in my book, if 
K,’ F’ a 
(Z--F) =% 


the system is indeterminate and the analysis breaks down. But, 
granted that 
ae 
Ca —#) > 


and granted, as was argued in the text, that (Z - $') > 0, all 
the conclusions in my book which relate to a monetary and 
banking policy directed to keep the price level of consumption 


goods in general constant hold good (compare Mathematical 
Appendix, Table V). 
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PROFESSOR HAYEK ON ECONOMIC PLANNING AND 
POLITICAL LIBERTY 


1, Proressor Hayek published, last year, a sincere, eloquent, 
and influential work entitled The Road to Serfdom, in which he 
set forth the relationship that he believes to exist between 
economic planning and political dictatorship. The purpose of 
the present article is to explain the grounds upon which I, and 
other democratic Socialists, reject his powerful plea to abandon 
our beliefs in the institutions of a planned economy. 

2. Both we and he seem agreed about the ends of economic 
and social policy. As Professor Hayek rightly says, “ There can 
be no doubt that most Socialists here still believe profoundly in 
the liberal idea of freedom ” (p. 23). We ail wish to live-in a 
community that is as rich as possible, in which consumers’ pre- 
ferences determine the relative output of goods that can be 
consumed by individuals, and in which there is freedom of dis- 
cussion and political association and responsible government. 
We are all “ individualists”’ in the sense that we all want to 
see the restrictions placed upon personal liberty reduced to the 
minimum required to prevent one man’s freedom from destroying 
another’s. We all reject the modern regression to authoritarian 
government and the excessive worship of collective consciousness. 

We differ radically, however, about the means by which these 
ends can best be secured. Professor Hayek believes that the 
pursuit of equality and the growth of economic planning will lead 
to the regimented and cruel society that we all want, more than 
anything else, to avoid. Socialist economists believe exactly 
the opposite. Most of us are socialist in our economics because 
we are “ liberal” in our philosophy, and we believe that it is 
Professor Hayek who has missed the road to freedom that all 
humanitarian “ liberals ’’ wish to find. 

3. I should like, first, to state Professor Hayek’s argument as 
I understand it, and then criticise it. 

Professor Hayek’s central thesis consists, if I understand it 
aright, of four propositions—from which he believes that certain 
consequences follow. 

The first of these propositions is that the course of history and 
the development of national character are largely determined by 
the life and death of ideas. Thus Professor Hayek says : 


‘*. , . though for the time being the different ideals are represented [in 
this war] by hostile nations fighting for their existence, we must not forget 
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that this conflict has grown out of a struggle of ideas within what, not so long 
ago, was a common European civilisation . . .”’ (p. 8). 
And again : 


‘*That a change of ideas, and the force of human will, have made the 
world what it is now, though men did not foresee the results, and that no 
spontaneous change in the facts obliged us thus to adapt our thought, is 
perhaps difficult for the English to see, just because in this development the 
English have, fortunately for them, lagged behind most of the European 
peoples ”’ (p. 9). 


Thus the main source of change and of the great catastrophies 
in history are to be found, according to Professor Hayek, in the 
free acceptance or rejection of “ideas ”’ (i.e., social theories and 
moral judgments) by the governing groups of the time. 

Secondly, Professor Hayek goes on to say that the only “ idea ” 
upon which political liberty has safely rested in the past is that of 
economic liberty or freedom of enterprise—by which term Pro- 
fessor Hayek appears to mean the recognition in law, and the 
active preservation by law, of the right of the individual to do 
what he likes with his labour and property. 


‘* We have progressively abandoned that freedom in economic affairs 
bara which personal and political freedom has never existed in the past ” 
Professor Hayek is at pains to explain (pp. 13-14) that he does 
not wish to defend unchanging institutions or support mere 
inactivity on the part of the State. Laissez-faire is not enough. 
He wishes to see the State continuously active in preserving 
economic freedom, in scotching monopoly or syndicalism where- 
ever it may appear, and in saving the economically weak from 
destruction by the strong. 

Then, thirdly, Professor Hayek says that the opposite and, 
indeed, the only alternative to the “ idea ’’ of economic freedom 
so defined is the “idea” or policy of economic planning in a 
particular form : 


** What our planners demand is a central direction of all economic activity 
according to a single plan, laying down how the resources of society should 

a page directed’ to serve particular ends in a particular way” 
And, as we shall see, this is the essential step in Professor Hayek’s 
argument. 

From this point Professor Hayek goes on to argue, in the 
fourth place, that planning of this kind must be based upon an 
agreement about ends (a common moral judgment) that is lack- 
ing in any human society of which we know, and that the dis- 
illusionment following the successive failures of the Planning 
Authority to implement any “plan” capable of satisfying all 
individuals and groups within the planned society will lead to 
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growing faith in, and demand for, political dictatorship. This 
argument, complicated and speculative though it may seem, is 
unquestionably that upon which Professor Hayek rests his case : 


‘* .. . But where all the means to be used are the property of society, and 
are to be used in the name of society according to a unitary plan, a ‘ social ’ 
view about what ought to be done must guide all decisions . . . [this] 
attempt to direct all economic activity according to a single plan would 
raise innumerable questions to which the answer could be provided only 
by a moral rule, but to which existing morals have no answer and where 
there exists no agreed view on what ought to be done .. .’’ (p. 43). 

**. . . The inability of democratic assemblies to carry out what seems to 
be a clear mandate of the people will inevitably cause dissatisfaction with 
democratic institutions. Parliaments come to be regarded as ineffective 
‘talking shops,’ unable or incompetent to carry out the tasks for which 
they have been chosen . . .”’ (p. 46). 

**.. . Yet agreement that planning is necessary, together with the inability 
of democratic assemblies to produce a plan, will evoke stronger and stronger 
demands that the Government, or some single individual, should be given 
powers to act on their own responsibility . . .’’ (p. 50). 


Such is the essence of Professor Hayek’s argument. 

From it, and assuming it to be true, Professor Hayek draws a 
series of horrific conclusions in the remainder of his book. The 
all-embracing “ plan ’”’ must be enforced by arbitrary administra- 
tive decision, so the “rule of law” will disappear (Chap. VI). 
Consumers’ sovereignty, the free choice of occupation, and the 
right to independent moral judgments must all be sacrificed 
(Chap. VII). The disappearance of property leads to the direct 
determination of the individual’s wealth and status by the 
dictatorial political power (Chap. VIII). The reaction against 
democracy brings the worst people into power, with the con- 
centration camp and the torture chamber as their favourite 
instruments of government, and the growth of collectivism 
releases and inflames the evil passions of the people (Chap. X).? 
In order to “ make the plan work,” all citizens must be coerced or 
deceived into making the same moral judgments, so that freedom 
of thought and objective science must be stamped out (Chap. X1) ; 
and with the final conquest of authoritarian rule, the possibility 
of a moral life disappears. 

1 There is a curious arbitrariness in the assumptions that Professor Hayek 


makes in different parts of the book about the psychological forces at work in 
individuals and societies. Some of them are very nearly contradictory. At 
one point Professor Hayek speaks of ‘‘. . . the craving for freedom . . .”’ as 
*“.. . the strongest of all political motives . . .’’ (p. 19). Yet later on in the 
book he swings to the other extreme: ‘‘. . . it seems to be almost a law of human 
nature that it is easier for people to agree on a negative programme, on the hatred 
of an enemy, on the envy of those better off, than on any positive task . . .”’ (p. 
103). Professor Hayek finds it difficult to make up his mind whether the deepest 
impulses of human beings are good or bad. It is a pity that Professor Hayek 
makes no use of the light that has been thrown upon these matters by scientific 
inquiry in recent years; and remains content with old-fashioned and unsupported, 
yet dogmatic, generalisations about human nature and emotional behaviour. 
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Thus, concludes Professor Hayek, any departure from the 
practice of free enterprise, any hope that reason and science may 
be applied to the direction of economic activity, any attempt at 
economic planning, must lead us remorselessly to serfdom—to the 
government of sadists and gangsters, down to the horrible road 
that the Germans have travelled, to a strait jacket of frenzy and 
evil. 

4. I wish to make three criticisms of Professor Hayek’s 
complex thesis. 

In the first place, I suggest that Professor Hayek has not 
asked himself with sufficient determination what he means by 
the phrase “economic planning,” and that in escaping this 
obligation of logic he has been led to neglect all recent writings 
on the subject and to hammer heavily upon an open door.! 

If by “economic planning” is meant the imposition of a 
complete budget of production upon the community in which 
the output of every commodity, from power plants to razor-blades, 
is laid down for years ahead, in which the occupation and dis- 
tributive share of every citizen are determined by a central 
authority over which he has no ultimate control and on which 
he can exert no influence either as a producer or a consumer— 
then I quite agree with him that a régime of this kind could only 
be fettered upon us by dictatorship and terror. 

But Professor Hayek should know that, rightly or wrongly, 
this is not what most of us now mean by “ economic planning.” 
We use that term to indicate a principle of administration and not 
an inflexible budget of production. Over ten years ago I wrote : 

*“*It is . . . necessary to be clear about two different uses to which the 
machinery of centralised control may be put. Planning does not in the 
least imply the existence of a Plan—in the sense of an arbitrary industrial 
budget which lays down in advance the volume of output for different 
industries. Planning does not, and should not, imply any dogmatism about 
the future. It is not possible to tell in detail what will happen to human 
tastes, to technical invention, to general standards of security and well- 


being. It would therefore be foolish in the extreme to attempt to lay down 
plans which could not be amended quickly in the light of changing social 


requirements. .. . 
‘* What then is the third characteristic of planning? If it does not 
involve the construction of a single plan . . . what is the correct definition 


of its essential nature? The element common to all the forms of new control 
we regard as ‘ Planning’ is the extension in the size of the unit of manage- 
ment and the consequent enlargement of the field surveyed when any 
economic decision is taken. : . . All forms of planning machinery extend 
the area of economic life surveyed by the deciding authority and increase 





1 It is of interest to note that Professor Hayek makes only one reference to 
the work of those of us who are both practising economists and also Socialists, 
and that in a footnote. His only modern references are to the students of govern- 
ment and sociology, while his most recent Socialist economists are Marx, Engels, 
Shaw and the Webbs ! 
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the number and importance of the economic quantities that can be controlled 

by someone.”’ 4 

From this passage it is perfectly clear that what I, and other 
democratic socialists, have in mind when we advocate the practice 
of economic planning is the creation of an economic system in 
which : 

(a) The final responsibility for taking economic decisions is 
transferred from the private company or group of shareholders 
to the representatives of the community sitting upon the Board of 
a Public Corporation—who are, in their turn, answerable to some 
Supreme Economic Authority dependent upon a Parliament 
freely elected by the people. 

(b) But that the economic system so administered need not 
be used to implement any “ plan” in the sense of a rigid pro- 
gramme of production arbitrarily determined. The Supreme 
Economic Authority need not be directed by Parliament to impose 
any programme of production and consumption upon the com- 
munity—any more than it itself imposes a rigid programme of 
political action without continuous reference to the state of public 
opinion. On the contrary, the centrally directed economy can be, 
and should be, instructed to adapt its programme to the changing 
wishes of the consuming public and the changing conditions of 
technical efficiency. Indeed, we have sought to demonstrate the 
possibility, and advocate the desirability, of using a pricing and 
costing system to guide the decisions of the Planning Authorities : 


“ce 


. . there is no formal or logical contradiction between planning and 
pricing. It is perfectly possible for a centralised authority to order a price 
system to appear and to follow the guidance it necessarily gives. There is 
no necessary connection between the form of the authority by which decisions 
are taken and the principles according to which the decisions are made. . . .”’? 

What we therefore have in mind is a new method of taking 

economic decisions, a new principle of economic administration, 

and not the imposition of any economic tyranny upon a free 
society. 

Professor Hayek must be ‘aware of the thought that has been 
given in recent years by economists who are also Socialists to the 
methods by which a “ planned economy ”’ could preserve con- 
scious choice and make use of prices and costings to that end. 
It is, of course, perfectly proper for Professor Hayek to hold 
that we have not solved these problems to his satisfaction, but it is 
not reasonable of him to write as though we used the phrase to 

1 Durbin, ‘‘ The Importance of Planning,’’ New Trends in Socialism (1935), 


pp. 149-150. 
2 Op. cit., p. 155. 
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mean budgeted production when it is plain, beyond dispute, 
that we are speaking of centralised administration. 

5. Yet the distinction is vital. By “economic planning,” I 
repeat, we mean a change in the direction of responsibility. Instead 
of looking towards small and unrepresentative minorities of share- 
holders, the persons or Corporations directing production would 
look upwards, or towards a Central Economic Authority, for 
guidance on the larger questions of output, prices, investments 
and costs. I am perfectly aware that a great number of argu- 
ments have been advanced against “economic planning ’”’ of 
this kind—that it will be ‘“‘ bureaucratic ”’ or inefficient, that it 
will lack incentives, that it will not save. And Socialist economists 
are perfectly prepared to meet these arguments one by one. 
But this is not the vital matter in dealing with Professor Hayek’s 
thesis—since he gives no consideration whatever to this meaning 
of the term. If “ planning” means a method of economic 
administration, and not a comprehensive programme of economic 
activity, if “‘ economic planning ”’ involves no “ economic plan ” 
in Professor Hayek’s sense, then all his arguments against 
“* planning ”’ fall to the ground. 

Nor is it open to Professor Hayek to complain that this is a 
paradoxical use of terms, since the apostles of “ free enterprise ” 
have continuously argued that their “‘ unplanned economy ” is 
not, in any important sense, “unplanned.” Indeed, the choice 
of words is unimportant as long as they are used to clarify rather 
than to confuse the argument. 

To make the point fully clear it is perhaps necessary to make 
one further distinction. It is, of course, one of the great advan- 
tages of a “‘ planned economy,” in my sense of the term, that it is 
possible to construct statistical budgets of production for long 
periods ahead—to say, for example: we shall need 4 million 
new houses in the next ten years, and the execution of this 
housing programme will need x bricklayers and y standards of 
timber and z tons of steel; or to calculate that an adequate 
nutritional programme will require the production, by British 
farmers, of x tons of beef and y gallons of milk. One of the 
superiorities of a centrally directed economy will be this ability 
to analyse and add up, to calculate and foresee, the statistical 
implications of any given decision—and in this sense there will 
be many industrial “plans” that can be combined in order to 
give a statistical picture or budget of the productive activity of 
society as a whole. But all this has nothing to do with Professor 
Hayek’s “plans” and “ budgets,” because there is nothing 
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arbitrary or inflexible about the statistical programmes just 
described. These “ plans ”’ are drawn up only in order to imple- 
ment, and work out the “ logistics ” (as the Americans would say), 
of preferences freely indicated by the consumer in the markets 
for consumption goods and capital goods that we assume to exist. 
And if any inconsistency is discovered, or a change takes place 
later, in the tastes and preferences of the consumer, then the 


‘plans’ can be altered to suit the new conditions. They are 


neither sacrosanct nor authoritative. If the public finds that it 
wants less houses, or more gramophones, then the “ plans ”’ can be 
changed, for they possess no validity in themselves, and it is incon- 
ceivable that we should be dragooned or terrorised into obeying a 
set of figures drawn up for the sole purpose of giving us what we 
want. 

Let me take a single example of what I mean. Suppose a 
decision is taken to make the iron and steel industry subject to 
“economic planning.” The fundamental difference between 
“planning ” in Professor Hayek’s sense and mine is at once 
apparent. In Professor Hayek’s sense of the term this would 
mean that the Planning Authority would lay down a detailed 
programme for the production of bars, plates, angles, billets, 
blooms, nuts and bolts for a number of years ahead, it would 
decide the uses to which these products should be put, and so 
dictate the consumption of all steel-using consumers’ goods, it 
would conscript the necessary number of workers to man the 
industry and direct them to live in certain places and work for 
certain wages. In order to force them into obedience, it would 
have to liquidate the Trade Unions and consign the shop stewards 
and the workers’ political leaders to the concentration camp, the 
torture chamber, and the shooting squad. But if by making the 
industry subject to ‘‘ economic planning ’’ we merely mean that 
the responsibility of the works’ managers is changed from the 
Iron and Steel Federation, or even the representatives of small 
groups of shareholders in competing firms, to a Public Corporation, 
responsible in its turn to a Supreme Economic Authority repre- 
senting the people, then none of Professor Hayek’s evils will fall 
upon us, and indeed the liberty of the employed person (repre- 
senting four-fifths of the working population) is increased, in the 
only way it can be increased within the legal framework of an 
orderly democratic society, by the fact that he shares in making 
the laws and regulations under which he is required to work.* 


1 Professor Hayek is guilty of a strange inconsistency about personal liberty. 
The absence of it, in the political sphere, appalls him. The absence of it, in the 











364 THE ECONOMIC JOURNAL [DEC. 


6. Professor Hayek’s strongest line of argument would be 
to show (as Professor Mises tried to show before him) that planning 
in my sense must lead to planning in his. But there is little 
evidence in the present book to suggest that Professor Hayek is 
now prepared to defend this proposition. Professor Mises used 
to say that centralising economic administration must lead to 
arbitrary budgeting, because any “interferences”’ with the 
pricing system would lead to confusion and make arbitrary 
decisions inevitable or, to put the same point in another way, 
that as planning was extended the logical possibility of using an 
automatic system of prices and costs would disappear. Littie 
trace of this familiar argument is to be found in Professor Hayek’s 
present book—no doubt for the very good reason that it can no 
longer be sustained. The theory of value and economic accoun- 
tancy has been generalised to such a degree that it applies as 
much, or as little, to a centrally directed economic system as to 
any other. 

Instead of Professor Mises’ incorrect but logical argument, we 
are now offered the most dubious kind of psychological and 
political dogmatism by Professor Hayek. The nearest approach 
to a statement of any reason why the centralising of administra- 
tion should lead to dictatorial budgeting is contained in the 
mysterious passage to which I have already called attention—in 
which Professor Hayek says : 


**Tt may have been the unanimously expressed will of the people that 
Parliament should prepare a comprehensive economic plan, yet neither the 
people nor its representatives need therefore be able to agree on any par- 
ticular plan. The inability of democratic assemblies to carry out what 





economic sphere, leaves him quite unmoved. On p. 19 he provides us with an 
eloquent definition : 

**To the great apostles of political freedom the word has meant freedom 
from the arbitrary power of other men, release from the ties which left. the 
individual no choice but obedience to the orders of a superior to whom he was 
attached.’’ 

It never seems to occur to him that economic liberty means exactly the same thing, 
and that one man employed by another, or by a large Corporation, is denied 
exactly the freedom in his economic relations that Professor Hayek wishes to 
preserve for him in his political life. The employed man is subject to coercion 
(of an economic kind), is given over to the ‘‘ arbitrary [economic] power of other 
men,”’ and ‘‘ is left with no choice but obedience to the orders of an [economic] 
superior to whom he is attached ’’—particularly in a period of general unemploy- 
ment. Nor is there any problem about discipline. Professor Hayek is perfectly 
aware that political liberty does not mean the absence of political authority and 
laws. We are politically free because we share in forming the laws, not because 
_we can do what we like. If we are to become economically free, the same principle 
must apply—that we share in making the economic rules and determine the econo- 
mic methods by which we are controlled. The social government of industry 
represents an expansion, and not a contraction, of the liberty in which we live. 
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seems to be a clear mandate of the people will inevitably cause dissatis- 
faction with democratic institutions. . . . The conviction grows that if 
efficient planning is to be done the direction must be taken out of politics 
and placed in the hands of the experts ’’ (p. 46). 


Yet here the confusion over the meaning of “ planning ” 
completely obscures the issue. There will be no ‘“ unanimously 
expressed wish of the people . . . to prepare a comprehensive 
plan.” There will be no “ comprehensive plan ’’—but merely a 
change in the direction of economic responsibility, and Professor 
Hayek advances no reasons whatever for supposing that the new 
method will be less efficient than the old, or that the Central 
Planning Authority will not be able to use prices and costs to 
determine relative outputs, or need depart from the principle that 
consumers’ preferences should guide production, or need limit the 
free choice of occupation. 

Such arguments may exist, but they do not appear in this 
book, and all Professor Hayek’s nightmares fade away in the 
cooler light of clearer definitions. There need be no arbitrary 
budgets, no dictation of occupation or consumption, no con- 
centration camps or torture chambers, no frenzied gangsters in 
control, no night of freedom, no road to serfdom. 

7. I now come to the second of my main criticisms of Pro- 
fessor Hayek’s doctrine. Professor Hayek, although he does not 
realise it, is really opposed to using reason and science in social 
affairs at all. The point may seem remote and philosophical but 
it is worth making. This is what Professor Hayek says : 


‘* Those who argue that we have to an astounding degree learned to 
master the forces of nature but are sadly behind in making successful use 
of the possibilities of social collaboration are quite right as far as this state- 
ment goes. But they are mistaken when they carry the comparison further 
and argue that we must learn to master the forces of society in the same 
manner in which we have learnt to master the forces of nature. This is not 
only the path to totalitarianism, but the path to the destruction of our 
civilisation and a certain way to block future progress. Those who demand 
it show by their very demands that they have not yet comprehended the 
extent to which the mere preservation of what we have so far achieved 
depends on the co-ordination of individual efforts by impersonal forces ”’ 
(p. 152). 


If the “ mastery of social forces’ could be secured only by 
the imposition of a dictatorial and comprehensive plan, Professor 
Hayek would be right. But if we contrast the principle of “ free 
enterprise ’’ as defined by him with the principle of “ economic 
planning ” as all democratic Socialists now describe it, then he is 
plainly wrong. 

Both these principles are concerned with the administration 
of the scarce means of production. The difference between them 
is the presence or absence of conscious reason in the use of them. 
Professor Hayek rejects reason. We accept it. 
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Let me explain what I mean. Freedom of enterprise can be 
defended as something desirable only if it leads to stable and perfect 
competition, since, should the owners of property use their legal 
freedom to establish monopolies or monopolistic competition, the 
social good would be damnified and not served. Now, the 
essential condition of competitive production is that producers 
must remain blind to the real consequences of their actions and 
be governed purely by instinctive responses to external stimuli. 
The competitive entrepreneur is defined as a person controlling 
too small a fraction of the output of the commodity to influence 
its market price, or therefore to be aware of the true relations 
between the quantity of output, and the price of the com- 
modity on the one hand, and the prices of the factors of pro- 
duction on the other. He is called upon to operate, uncon- 
sciously and blindly, the economic system that, collectively, he 
controls. ‘‘His not to reason why...’ The principle of 
administration upon which society must therefore depend is 
nothing but a pattern of “conditional reflexes ’—automatic, 
unseeing, unreasoned—closely approximating to the way of life 
that governs communities of ants and bees. Men are condemned 
by Professor Hayek to remain for ever, in their economic affairs, 
in a pre-rational and pre-scientific age. They must allow their 
economic life to be directed by “impersonal forces ”’ (created by 
themselves) that no person responsible for economic decisions 
can understand or direct. They must suffer unemployment and 
depressions and the persistence of excess capacity (all directly 
traceable to the inability of economic administrators to foresee 
the results of their collective actions), just as their forefathers 
endured plagues and famine before the development of the 
sciences of medicine and agriculture gave us power to understand 
and thus to control the spread of human disease and the vagaries 
of the harvest. 

The administrative principle of economic planning means 
necessarily the opposite of all this, and its successful practice 
would remove unnecessary ignorance as a source of poverty and 
economic frustration. The centralising of responsibility and the 
survey of economic resources as a whole enable the true pattern 
of cause and effect, and the real consequences of action, to be 
discovered. I do not mean by this that all economic problems 
will automatically be solved by, and all economic diseases imme- 
diately cured within, a planned economy. Far from it. The 
science of medicine has not yet cured all physical diseases, nor 
will it for many years to come. It is certain that great mistakes 
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will be made in experimenting with new institutions. They 
always are. But Professor Hayek denies us the possibility of 
making the experiment, of using reason and foresight in the 
government of our economic affairs. We are never to direct 
these means to our chosen ends. Instead he fetters the primitive 
blindness of the conditioned reflex upon us in perpetuity and hands 
us over, tied hand and foot, to the unlighted anarchy of forces 
that he places for ever beyond our control. Human beings are 
not likely to-tolerate such defeatism now—least of all democrats. 
They have learned to control their own political destiny. Why 
should they not master their economic fate ? 

Professor Hayek provides no good reason why they should not 
—because, as we have seen, he fails to distinguish centralised 
administration from authoritative budgeting. And I think he 
has been led to do this because he has confused means with ends 
at this deeper level. Professor Hayek might be right if he had 
argued that science cannot operate in the world of ends—although 
even there it is probable that observation, reason and com- 
parison will throw much light upon the origin and nature of our 
moral judgments and moral conflicts. But even if this happens, 
it will still remain true that there is a sense in which moral 
and aesthetic values exist separately from reason and possess 
a sovereignty of their own. Thinking is not judging, and 


‘science cannot tell us what ends we should seek, what clothes 


we should wear, what food we should eat, or what pictures we 
should like, or whom we should love. It cannot, in short, decide 
for us what lives we ought to live. Observation and reason can 
illuminate, but they cannot replace, the activity of judgment 
and choice. The world of ends cannot be found by thought 
alone. 

But this is not what the application of science to economic 
affairs entails. Professor Hayek, and those who think with him, 
are never tired of telling us that economics is a branch of study 
that deals with the law of means—not of ends. The same is true 
of the principles by which economic resources are administered— 
they are concerned with means, and not with ends. The institu- 
tion of centralised responsibility can be made to serve any set of 
chosen ends and to organise any pattern of production and con- 
sumption whatever—just as much as the institution of free 
enterprise. But planning is likely to be a more efficient method 
of reaching any chosen set of ends because reason is superior to 
instinct and knowledge to ignorance, and Professor Hayek must 
admit as much unless, indeed, he calls upon us to reject in despair 
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the opportunities and responsibilities of full humanity. He can 
drive science out of economic life only by preferring instinct to 
reason and ignorance to knowledge. 

8. We are now left, in the third and last place, with Pro- 
fessor Hayek’s historical arguments: that “... . personal and © 
political freedom has never existed in the past . . . without, 
freedom in economic affairs ”’ (p. 10), and the sad argument of his 
introduction that we are travelling by the German road, through 
economic planning to political slavery. These contentions lie 
somewhat outside the normal field of economic discussion, but 
it is scarcely possible to conclude this article without referring to 
them briefly. 

The first of these arguments will scarcely bear examination. 
It is a plain case of post hoc propter hoc. It would be as 
sensible to say that political liberty has never existed without 
railways, and that therefore any growth of road transport was 
steadily undermining the spiritual sources of freedom. No one 
disputes the historical fact that during the seventeenth and 
eighteenth centuries there was a great movement of the social 
will that swept away the medieval and irrational limitations 
upon economic enterprise, and at the same time enlarged the 
popular basis of political sovereignty—at least, in this country. 
But this coincidence in time establishes no sequence of cause 
and effect. It is, indeed, more reasonable to take the view 
that the acquisition of power by the middle classes in the 
Reform Act of 1832 (Professor Hayek will remember that this 
Act enfranchised less than half a million persons on a high pro- 
perty qualification) was used by them to secure the kind of eco- 
nomic emancipation that, as a class, they most desired; and 
that the subsequent inclusion of the whole adult population in the 
councils of the nation is bringing to birth, in our day, the kind of 
economic liberty that we can all enjoy (see footnote, pp. 363-4). It 
is most probable, in my view, that freedom of enterprise and the 
growth of responsible government were parallel consequences of 
an underlying, and slowly maturing, emotional emancipation that 
enabled the people of Britain to break the shackles of arbitrary 
authority in two directions at once, and which is now, in fuller 
strength and self-confidence, making us the masters of our econo- 
mic as well as our political life. But whatever the true historical 
relation may be, it is quite impossible to argue that because free 
enterprise and political liberty grew up together they must dis- 
appear together. 

This brings me to the second of Professor Hayek’s historical 
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arguments: that we are following the German road. This is 
what Professor Hayek says : 


“ce 


. . Thus by moving from one country to another, one may sometimes 
twice watch similar phases of intellectual development. . . . When one 
hears for a second time of ideas expressed or measures advocated which 
one has — met twenty or twenty-five years ago, they assume a new 
meaning ms of a definite trend. They suggest, if not the necessity, 
at least ote he Drobebility, that developments will take a similar course. 

“* It 18 necessary now to state the unpalatable truth that it is Germany whose 
fate we are in some danger of repeating ’’ (p. 1). 

. - students of the currents of ideas can hardly fail to see that there is 
more than @ superficial similarity between the kind of thought in Germany 
during and after the last war and the present current of ideas in this country. 
There i is the same contempt for nineteenth century liberalism, the same specious 

‘realism ’ and even cynicism, the same fatalistic acceptance of ‘ inevitable 
trends.’ . All those whose memory goes further back know how deeply 
for at least a generation before the last war, German thought and German 
practice influenced ideals and policy in this country ’”’ (p. 2). 


In short, Professor Hayek thinks that we are following the 
German road to slavery by an unconscious imitation of German 
thought. I have stated Professor Hayek’s argument at length 
because it has always seemed strange to me that men and women 
coming to this island from the unhappy countries of Central 
Europe in which, through no fault of theirs, the practice of demo- 
cracy has first been parodied and then trampled down, should 
not say to themselves, as they come among us, “ Here is a people 
that have had no civil war for nearly three hundred years, who 
have led Europe in the ever-changing search for liberty, who have 
practised tolerance and kindliness before we were born—here 
they must have mastered some secret that is still hidden from us.” 
But this never happens. Almost without exception we find that 
these visitors, welcome visitors, from abroad all feel sure that we 
are on the wrong road and moving towards the disasters with 
which they are only too familiar. The Communists tell us that 
we are in danger of a “ Fascist dictatorship.’ The men of the 
Right that we are a prey to Comniunism. Professor Hayek 
that we blindly follow the discredited teaching of nineteenth- 
century German professors into the abyss. 

But surely the lesson of the historical comparison is exactly 
the opposite of the one that Professor Hayek seeks to draw. It 
shows that “‘ideas””—in the sense of political doctrines and 
social policies—are not the sole, nor perhaps the chief, causes of 
historical development and the formation of national character. 
The Germans in 1918 adopted the “ideas ”’ of their conquerors. 
They accepted the doctrines of democracy. They wrote out 
paper constitutions. They attempted to play the democratic 
game. But the spirit was not there. The necessary virtue 


(particularly of tolerance and self-restraint) was not in them. 
No. 220—VoL. Lv. BB 
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The parody shuffled off the stage as soon as a depression under- 
mined the weak confidence of the actors, and Hitler awoke the 
historical faith of the German people in military empire. The 
explanation of these matters lies deeper than Professor Hayek 
has yet looked—and we must call other studies to our aid before 
we can hope to understand them. 

But if Professor Hayek sets store by these amateur historical 
interpretations, let him consider the experience of this country 
in my own lifetime. No one can dispute two facts : first, that in 
the last forty years we have departed widely from the practice 
of ‘‘free enterprise” as Professor Hayek would define it; and 
secondly, that political democracy has grown and flourished in 
the same period. The electorate has been more than doubled. 
The educational ladder has been lengthened and widened. Free- 
dom of thought and speech has grown without halt. The Com- 
munist and Fascist Parties—the open enemies of democracy— 
have made less headway here than in any other European country. 
Our faith in the ancient institution of Parliament has not weakened. 
If Professor Hayek takes any account of the plainest facts of 
recent British experience he will find little support for his gloomy 
prophecies of catastrophe. 

It therefore follows that, in this country, we have no need to 
fear the development of a centralised administration. We have 
a long tradition of increasing democracy combined with the 
growing activity of the State. For generations we have led the 
peoples of Europe in the art of self-government. We imitate no 
one, and it would be a thousand pities if Professor Hayek’s false 
historical parallel should lead any of us to doubt our power to 
combine freedom with security and science with flexibility in the 
conduct of our economic affairs. If we have “ economic plan- 
ning ”’ it will be our own “economic planning.” It will fulfil 
the wishes of our people. It will be the servant of our freedom 
and will bring another part of our common life within the control 


of our social wisdom. 
E. F. M. Dursin 


London School of Economics. 
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PUBLIC FINANCE AND CHANGES IN THE VALUE OF 
MONEY 


THE value of money, as usually understood, is measured by 
the most representative and comprehensive index-number avail- 
able, generally a retail price index-number. Any large changes 
in prices are accompanied by approximately but not precisely 
similar changes in wages, which wage-changes, it is now widely 
believed, are the principal motive force of any general inflationary 
or deflationary movement. The effects of war and of the trade 
cycle in producing changes in the value of money are well known 
and are not under consideration here. What is under con- 
sideration is the cause of those more interesting and permanent 
changes in the value of money which occur in peace-time, in the 
quiescent phase of the trade cycle, or sometimes, indeed, are 
counter-cyclical in their movements. 

Sometimes a change in foreign exchange rates due to arbi- 
trary political action or to foreign anticipations of inflation or 
deflation may play a small or large part in bringing about a 
change in the internal value of money. At other times the 
change in the value of money may be of purely internal origin, 
and the exchange rates adjust themselves to the internal value 
of the currency. Or the internal and external purchasing powers 
of money may both move until equilibrium is established. 

The internal and external purchasing power of a currency 
cannot permanently differ (except in a totalitarian country), 
although a discrepancy between them may take several years 
to adjust (e.g., France 1927-30) if the exchange rate is rigidly 
fixed and the whole adjustment has to take pace through a 
change in the internal value of the currency. 

We must therefore look for the factors, other than war and 
the trade cycle, which may produce a marked and permanent 
fall in the value of money, either through a rise in wage-rates, 
or through over-full employment, or through depreciation of the 
exchange brought about by foreign fears of inflation or by direct 
action by politicians or bankers; or which may produce a rise 
in the value of money through the converse causes. 

The object of this article is to suggest that considerations of 
public finance may in the long run (i.e., if we think in terms of 
two or three years at a time) be a dominant factor in this field. 
The hypothesis that public finance might be the critical factor 
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was suggested by Lord Keynes (though dealing here with a 
special case and not claiming generality) as long ago as 1923. 
It will be remembered that the prospective level of French prices 
and of the franc exchange was at that time extremely uncertain. 
He wrote : * 
“ The level of the franc is going to be settled in the long 
run, not by speculation or the balance of trade, or even the 
outcome of the Ruhr adventure, but by the proportion of 


his earned income which the French taxpayer will permit 
to be taken from him to pay the claims of the French rentier.” 


In Cabinets, bank parlours, meetings between employers and 
trade unions, and other places where national economic policies 
are settled we may expect to find some representatives of those 
elements in the community which favour a stable or rising value 
of money (fixed income classes and creditors) and some of those 
elements which favour a falling value of money (debtors and 
entrepreneurs). If a stable or gradually falling value of money 
eventuates we can infer that the two parties are in substantial 
equilibrium. But excessive taxation, levied for payment of 
interest on public debt, and capable therefore of being relieved 
(in real terms) by a general rise in prices, may cause a temporary 
transfer of allegiance from the deflationary to the inflationary 
side on the part of a number of politicians, bankers, economists 
and others, sufficient to alter the balance of power. 

The principal socio-economic forces proximately involved in 
causing changes in the value of money are :— 


(i) Government actions. 

(a) Encouraging, permitting or requiring changes in 
wage-rates. 

(6) Affecting the aggregate demand for goods and 
services. 

(c) Directly affecting exchange rates. 

(d) Indirectly affecting exchange rates through their 
effect upon foreign opinion. 


(ii) Action by bankers (if partly or wholly independent 
of the Government) affecting exchange rates. 

(iii) Aggregate private demand for goods and services. 

(iv) The strength with which Trade Unions press for 
wage increases, or against wage reductions. 

(v) The strength with which individual employers, and 
employers’ associations, press in the opposite direction. 


1 Quoted by Lord Keynes in The Nation and Atheneum (January 9, 1926), 
as having been written by himself ‘“‘ more than two years ago.”” The Nation 
and Atheneum article was reprinted in Lord Keynes’s Essays in Persuasion (1931). 
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Autonomous changes in aggregate private demand for goods 
and services do not generally (though they may sometimes) 
occur apart from the trade cycle. But once an inflationary or 
deflationary movement has begun, purchasers anticipate or post- 
pone, as the case may be, as many of their purchases as possible, 
and so the movement becomes cumulative. And a rise or fall 
in general demand, of course, affects the bargaining position 
between employers and wage earners. 

But it is suggested that both the causes initiating and ter- 
minating such movements are most likely to be found in the 
field of public finance through the operation of (i) deficits or 
surpluses, (ii) large changes in rates of taxation. A substantial 
deficit or surplus, of course, directly affects the aggregate demand 
for goods and services, but also, which is probably of greater 
importance, creates anticipations, both at home and abroad, of 
rising taxation and/or inflation, or falling taxation and/or 
deflation, as the case may be. 

But of much greater importance than the effects of deficits 
or surpluses is the effect of taxation itself. 

Excessive taxation, particularly a high excess profits tax, or 
any other tax which falls particularly heavily upon increments 
of profit, undoubtedly weakens an employer’s natural resistance 


to wage increases. (Once the situation has become one of general 


labour shortage and of rapidly rising prices, this resistance is, of 
course, weakened still further; this is one of the reasons why 
inflations often become cumulative.) The parliamentarian, 
banker or administrator, confronted with what he considers 
excessive taxation (or with a large deficit which holds out prospects 
of higher taxation in the near future) becomes, consciously or 
unconsciously, more reluctant to erect those barriers which, in 
more normal times, he would erect against rising wages and 
prices. For he considers that a general rise in prices and wages 
is likely to raise the public revenue proportionately, which is 
not the case with all elements in the public expenditure. The 
most important stationary element on the expenditure side is, 
of course, the debt service, but there are many other elements 
in the budget of a more or less fixed or contractual nature, and 
others, such as Civil Service salaries, which, while they respond 
to changes in the general level of prices and wages, are likely 
to rise in less proportion than the general level. 

Such anticipations are in fact borne out if the rise in prices 
and wages is brought about in an orderly and regular manner. 
If, however, it is allowed to become too rapid, a time comes 
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when the unavoidable delay between the earning of income and 
the collection of taxation thereon exercises an adverse effect 
upon the budget which outweighs (and eventually far outweighs) 
the advantage gained by the reduction in the real burden of 
the contractual outgoings. This occurred in the German infla- 
tion of 1918-23. (In the final stages of this inflation, as will 
be seen from Table II, real national income had been so reduced 
that the unavoidable budgetary expenditure in the end con- 
stituted a much larger proportion of national income than in 
normal times, even though all! the fixed contractual obligations 
had been, in real terms, extinguished.) 

When the value of money has been reduced sufficiently to 
make the burden of the budget bearable, there will be a re- 
transfer of allegiances in the political, administrative and bank- 
ing fields: governmental authorities and bankers will resume 
their normal opposition to all proposals which they think would 
have an unduly expansionist effect; individual employers will 
show stronger resistances to demands for wage increases; and 
the general value of money will again become stable. 

This hypothesis indicates, therefore, that the level of budgetary 
expenditure acts, by a more or less automatic procedure, as the 
final determinant of the value of money, the cause taking perhaps 
two or three years to work out its full effect. 

If this hypothesis be proved to have been true for the 1920’s, 
it should provide some guide to the conditions which are likely 
to occur in the decade before us now. 

In Table I are examined as many instances as can be found, 
during the last twenty years, in which both budgetary and 
national income data are available for periods of substantial 
increases or decreases in the value of money. Changes due to 
trade cycles or war are excluded, with the intention of con- 
fining the analysis to those changes in the value of money which 
have been more or less deliberately engineered. The object is 
to determine so far as possible whether or not the above relation- 
ships hold, and if so, what proportion budgetary expenditure 
must bear to the national income before they come into play. 

There are few branches of economic statistics in greater 
confusion than the comparative statistics of public finance. It 
has proved quite impossible to compare statistics of expenditure. 
Some budgets include very large expenditures for trading services, 
and for transactions of “ trust funds,” or “‘ virements.’”’ There 
are also various miscellaneous revenues which it is impossible 
to treat on a comparable basis. The only basis of comparison 
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which can be hoped for is the revenue from taxation, which can 
be fairly precisely defined. Apart from trading services, non-tax 
revenue is generally a fairly small proportion of tax revenue, 
and the latter may therefore be taken as a fairly good indication 
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TABLE I 
r - 0 
Ristall aelete As pe sf nemenet 
Year. 1913 or 1914 
= 100. 
Taxation. Deficit. 
France 1922 296 25-4 8-2 
1923 333 23-8 8-8 
1924 369 21-9 4-6 Ra 
1925 400 20-1 0-9 g 
1926 505 21-2 nats 3 
1927 514 24-9 _ S 
1928 519 25-2 fein 2 
1929 556 25-6 os 4 
1930 581 25-0 rae ba 
2 
Belgium 1925 519 14-2 16-8 = 
1926 621 16-5 10-2 F 
1927 771 17-3 pail 5 
1928 798 18-2 am Ss 
1929 847 17-3 one o 
1930 869 13-1 2-7 3 
France 1935 482 26-9 9-7 = 
1936 507 24-6 -- o 
1937 619 19-6 2-4 
1938 697 21-3 3-6 
Great Britain 1925 176 22-1 ai 
1926 172 23-1 des 
1927 168 23-1 a 
1928 166 23-0 ts 
1929 164 22-0 — 
France 1931 569 26-1 ck ¢ 
1932 526 26-3 2-9 = 
1933 520 26-5 5:8 g 
1934 515 28-8 4-9 S 
1935 482 26-9 9-7 2 
Italy 1926 517 15-3 “# 5 
1927 472 16-8 bo 
1928 438 23-6 aa a 
1929 446 22-0 _ d 
(>) 
Japan 1925 218 14-7 & 
1926 199 14-9 ~ 
1927 189 14-8 4 
1928 184 14-7 = 
1929 182 14-7 r 
_ 
Norway 1925 246 19-4 
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of the size of the budget. The principal exception to this of 
course is when substantial deficits are being incurred. Where 
these occur, therefore, they are separately recorded. It is 
assumed, in effect, that the electors, politicians and others who 
finally determine the course of a country’s monetary policy take 
into account not only the current taxation which they have to 
bear, but also the additional taxation which they will have to 
bear if and when the budget deficit is met. This assumption 
appears to be reasonable. Substantial surpluses out of the 
proceeds of taxation, used for debt redemption, are not unknown, 
but they are definitely rare. 

Finally, owing to the very varying ratios between local and 
national taxation in different countries, proper comparison can 
be obtained only when all local taxation is included. 

The data below serve rather strikingly to support the truth 
of this hypothesis and to indicate that the critical limit of taxa- 
tion is about 25% of the national income, or possibly rather less. 

France found herself, when the world level of prices became 
stabilised in 1922, with taxation absorbing 25% of her national 
inceme, and with an uncovered deficit representing a futher 8% 
of national income. This burden was intolerable, and a de- 
valuation of the franc was clearly indicated. By 1924 equi- 
librium was in sight. In 1925 and 1926 it appeared that the 
mark had been over-shot. It is not suggested that, in the 
opinion of any substantial number of Frenchmen at that date, 
taxation was “‘ too low’’; on the other hand, with the burden 
of taxation now relieved, many elements in the community 
considered that the devaluation of money had gone too far. 
The devaluation was therefore sharply checked in 1926. But 
it will be noted that the value of money finally adopted was such 
as to make the ratio of taxation to national income almost 
exactly 25% for the next four years. 

Belgium in 1925 faced a similar situation. In this case the 
devaluation continued until the burden of taxation had been 
reduced to some 18% only of the national income. It is quite 
probably the case that Belgium had definitely a lower maximum 
taxable capacity, in relation to national income, than had 
France. Further data will be given below to show that a 
number of small countries appeared to be in the same position. 

By 1934 France found herself again in a similar position to 

1 “ The budget balances with the burden of the rentes on the taxpayer bear- 


able at the present level,’ was Lord Keynes’s comment (The Nation and 
Atheneum, June 30, 1928, reprinted in Essays in Persuasion). 
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that of 1922. Prophetic credit is also due to Professor Ohlin, 
who in that year pointed out that French budgetary commit- 
ments had become altogether excessive in relation to national in- 
come, and that a further devaluation of the franc was inevitable. 
The situation of the years 1936-38 cannot be analysed as pre- 
cisely as the previous devaluation, because of rapidly rising 
military expenditure, but the tendency to settle down with 
taxation in the neighbourhood of 25% of the national income 
can again be noticed. 

Similar conclusions can be drawn from studies of periods of 
deflation. The fairly mild British deflation of 1925-28 appears 
to have been kept in bounds by the desire not to force taxation 
above 23% of the national income.!_ The severe Italian deflation 
of 1926-28 was halted when it had raised taxation to 23%. 
The French deflation of 1931-35 commenced with taxation 
already at 26% of the national income, and was foredoomed to 
failure from the start. Taxation could not in fact be raised to 
any substantially higher proportion, and a mounting deficit 
accumulated. It might indeed be said that according to our 
hypothesis deflation should never have been attempted under 
these circumstances, and that this evidence therefore tells against 
the truth of the hypothesis. Hxceptio probat regulum, because 
this deflation was pursued only at the cost of increasing social 
and political disturbances. 

Next we may take account of one of the most severe defla- 
tions recorded during this period—namely, that of Norway at 
the time of the return of the gold standard. The Norwegian 
krone, which had been heavily depreciated, was appreciated 
from the beginning of 1925 and had regained its old parity by 
the end of 1926. In 1927, when taxation had become 24% of 
the national income and unemployment was very severe, the 
pace of deflation was slowed down. The forces making for 
deflation were not yet exhausted, and in the next two years 
prices continued to fall. But it is interesting to notice that the 
pace of deflation now adopted was such as to keep taxation 
below 25% of national income. Real productivity was increasing 
rapidly at this period, which made possible a continued fall in 
the price level without making the burden of taxation excessive. 

In Japan also there was a fairly rapid increase in the value 
of money between 1925 and 1928. In this case, however, taxa- 
tion stood at only 15% of the national income, and real pro- 


1 Inclusive of social insurance contributions (see next table) this figure 
becomes 25%. 
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ductivity was rising so rapidly that the ratio of taxation to 
national income was not affected by deflation. 

The data appear to give very considerable support to the 
hypothesis that once taxation has exceeded 25% of the national 
income (20% or less in certain countries), influential sections of 
the community become willing to support a depreciation of the 
value of money; while so long as taxation remains below this 
critical limit, the balance of forces favours a stable, or occasionally 
an increasing, value of money. 

Some fuller data are given in Table II which, by covering 
more countries and longer periods of time, throw further light 
on the willingness of communities to bear taxation. They cover 
all cases throughout the world for which comparable data of 
national income and public finance could be obtained, and the 
only selection to which they have been subjected is in the choice 
of years or periods independent of extreme fluctuations due to 
war or trade cycles, and suitable therefore as indicators of long- 
term trend. 

Analysis is also made of the two principal items in most 
budgets—namely, defence expenditure and debt interest. As 
previously, the deficit is shown wherever it is considerable. 
Local taxation and local debt interests are included throughout, 
and the ratio of national to total taxation is shown. 

These data confirm the impression that 25% of the national 
income is about the limit for taxation in any non-totalitarian 
community in times of peace. Apart from the cases already 
examined, it will be noted that the U.S.A. in 1937 and in 1940 
had a figure of 19% for taxation and 5% for deficit. In 1938 
taxation had risen to some 23% and the deficit had fallen to 2%. 
It is possible that further taxation could have been collected at 
that time, but the general opinion in the U.S.A. seems to have 
been that taxation could not then have gone much farther 
without injurious effects upon production. 

A confirmation of the figure of 25% can be obtained by an 
entirely different method. In the New Fabian Research Bureau 
pamphlet A Socialist Budget, prepared in 1934-35, the present 
writer 1 attempted to estimate, for Great Britain, by a careful 
study of the potentialities of each tax in turn, the maximum 
possible budgetary revenue which could be counted upon for the 


1 The pamphlet arose out of the consultations of a committee comprising 
Mrs. Joan Robinson and Messrs. R. B. Braithwaite, H. L. Elvin, C. H. P. Gifford 
and G. F. Shove; but the author alone took responsibility for the statements 
made in the pamphlet. 
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implementation of the Labour Party programme. It was held 
that the first pre-requisite was to raise national income, by means 
of a policy of full employment, from its current level of £3,850 
millions (beginning of 1935) to its potential maximum (at then 
prevailing prices and productivity) of £4,150—£4,200 millions. 
Even after this had been done, and after the institution of a 
Rignano Scheme of Death Duties on the highest possible scale, 
the maximum yield of taxation considered possible showed an 
increase of £174 millions only on the current figure of about 
£900 millions (national and local taxation, excluding compulsory 
insurance contributions). Taxation as a percentage of national 
income could therefore be raised, it was considered, from its 
current level of 23-4% to an absolute maximum of 25-7%. 

The outstanding example of high taxation is Italy, but even 
here, it will be noticed, taxation was allowed to fall from 31% 
of the national income in 1934 to 25% in 1937, at the expense 


> of an increasing deficit. 


Japan, it is interesting to notice, was apparently taxed up 
to the limit in 1913, but during the last twenty years she has 
left a substantial part of her taxable capacity undrawn upon. A 
pamphlet published a few years ago by Mr. Kaya, then Japanese 
Minister of Finance, commented upon these facts, together with 
the exceptionally high burden of taxation (over 25% of national 
income) carried by the primitive Japanese economy at the time 
of the Russian war of 1904-5. 

Table III? shows, as a percentage of income, the peace- 
time rates of income tax payable at various levels of earned 
income (man, wife and three children) in different countries. 
Municipal or State income tax is payable in addition to national 
tax in all the countries shown except Britain, France, New 
Zealand and Belgium ; hence the locality within each country 
has to be specified. 

It is inevitable that, as the distribution of incomes becomes 
more equal, the amount of revenue which can be obtained by 
applying a given progressive tax scale to a given national income 


1 Compiled by Professor Lindahl for the Swedish Treasury in 1936, except 
for Australian and New Zealand figures (taxation rates of 1938-39), which have 
been added. The following approximate rates of conversion were used in the 
preparation of the table : 

£1 = 20 Swedish, Norwegian or Danish krone = 20 Swiss francs = 200 
Fin marks = 16 Reichsmarks = 10 Dutch florins = 133-3 Belgian francs = 
100 French francs = 80 Lire = $5 = £1-25 Australian or New Zealand. 


These rates appear to represent a rough estimate of the real purchasing power 
of money in each country, rather than its value in the exchgnge market. 
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should fall. In countries where the distribution of incomes is 
already comparatively equal, such as the Scandinavian countries 
and the British Dominions, a lower maximum ratio of taxation 
to national income is to be expected than in countries like Britain, 
France or U.S.A. This seems on the whole to be borne out by 
the figures. It must not, of course, be assumed that the limit 
of taxable capacity had been reached in every case quoted. 
Thus Sweden and Switzerland, for instance, which are the lowest 
taxed countries in the world, could almost certainly have borne 
considerably more. Australia and New Zealand in 1938 con- 
sidered themselves heavily taxed when taxation amounted to 
18% of national income, but both Dominions could probably 
have borne some more taxation, on a peace-time basis. To 
raise any substantial further amounts in taxation in such countries 
necessitates, however, that the bulk of the new revenue should 
be obtained from taxation of the lower incomes, which Parlia- 
ments are unlikely to accept. Thus it.will be seen from Table ITI 
that Australia and New Zealand, with an average real income 
per head of about the same size as Great Britain, but with a 
much more equalitarian income distribution, already have to 
impose direct taxation upon the lower incomes on a much more 
severe scale than Great Britain does in peace-time, and also 
have to impose heavy indirect taxes, in order to collect even 18% 
of their national incomes. Norway shows the largest taxation 
revenue of all the countries concerned (26% of national income), 
nearly all of which is spent on social services. To obtain this 
yield involves very high rates of local taxation upon small 
incomes in the rural areas, and also very high taxation upon 
property. 

More or less similar conditions prevail in the other Scandi- 
navian countries and in the Low Countries. The low rates of 
direct taxation in U.S.A. reflect a much greater reliance upon 
indirect taxation. 

Philosophic reflection is promoted by the figures of defence 
expenditure in Table II. In the nineteenth century the figures 
appear to have been generally low, perhaps in recollection of 
the eighteenth-century maxim enunciated by Gibbon, “It has 
been calculated by the ablest politicians that no State, without 
soon being exhausted, can maintain above the one-hundredth 
part ! of its members in arms and idleness.” In 1901 Sir Robert 
Giffen pointed out that Britain, France, Germany and Russia 
were each spending 3% of their national income on defence, 
1 T.e., presumably about 24% of its working population. 
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and by 1913 the figure of 4% represented the defence expenditure 
of Britain, France, Germany, Italy and Japan. 

During the inter-war period defence expenditure in Britain 
was somewhat reduced in relation to national income, though at 
its lowest point it remained well above the nineteenth-century 
standards. The Scandinavian countries and the British Dominions 
were also inclined to reduce their already low standards of defence 
expenditure. In the other countries shown (including U.S.A.) 
they were maintained or increased. The figures for Japan are 
very interesting. Defence expenditure rose to 8-2% of the 
national income in 1920, at the time of the “ naval race” with 
the U.S.A., but for some years after the Washington agreement 
they were again reduced to the 1913 level of 4%. 

Noteworthy is the extraordinarily heavy burden of debt 
interest carried by the British budget during the 1920’s, higher 
than recorded anywhere else in the table except for France 
under the quite abnormal circumstances of 1922. The next 
highest expenditures for debt interest are shown in the Australian 
and New Zealand budgets, but in this case the greater proportion 
of the debt was incurred for purposes ultimately reproductive. 
The increasing burden of interest in Canada can be similarly 
accounted for. Substantial public capital outlays for various 
social purposes have also occurred in the Scandinavian countries, 
but such countries are not so newly settled, and they have had 
the time (and the inclination) to amortise their debts, so that 
their interest charges are now at a very moderate level. 

Interest charges have always be-devilled the French budget. 
The cycles of devaluation which commenced in 1922 and 1934 
respectively were alike in that, at the start of each cycle, public 
expenditure (taxation + deficit) stood at 34% of the national 
income. Interest charges stood at 11% and 7% of national 
income respectively. The decline in interest had been offset 
by increasing charges for defence and social services. 

That element in the budget consisting of the proceeds of 
taxation, plus deficit, less defence expenditure and _ interest 
charges, which may be described for brevity’s sake as social 
service expenditure, stood at its highest in recent years in U.S.A. 
and Norway, but for very different reasons. In Norway it had 
grown gradually and represented a wide and extensive range of 
social services. In the U.S.A. it had grown rapidly, and a large 
part of. it represented unemployment relief which had developed 
during the 1930’s, though the starting scale of social service 
expenditure in U.S.A. during the 1920’s was already quite high 








































EC. 
pure 


tain 
h at 
bury 
ions 
ence 
3.A.) 
are 

the 
with 
nent 


debt 
igher 
‘ance 
next 
alian 
rtion 
tive. 
ilarly 
‘Ti0USs 
tries, 
e had 
that 


idget. 
1934 
public 
tional 
tional 
offset 


eds of 
iterest 
social 
U.S.A. 
it had 
nge of 
a large 
eloped 
service 
te high 











1945] PUBLIC FINANCE AND CHANGES IN VALUE OF MONEY 385 


in relation to world standards at the time. The figures for 
France fluctuate wildly, and serve to draw attention to the fact 
that the cost of social services and of administration does not 
respond readily to changes in prices, either upwards or down- 
wards. Germany had a high standard of social service expendi- 
ture in the 1920’s (some of it with an ultimate military objective), 
which standards had not been seriously reduced by 1935. The 
figures for Italy are exceptionally high, but this must probably 
be attributed to the wastefulness and corruption of fascist 
methods of administration, rather than to the excellence of 
social services. The same may apply, in some degree, to the 
cumbrous and bureaucratic methods of administration used in 
Weimar Germany and also in France. 

Of the four Scandinavian countries, Finland, next after 
Norway, shows the highest percentage of social service expendi- 
ture to national income. This is probably accounted for by 
standards of social service being more or less uniform throughout 
Scandinavia, whereas Norway and Finland have the lowest 
average incomes. It is interesting to note that social service 
expenditure in Australia and Sweden is no higher than the 
British. In Britain the proceeds of taxation have been high, 
but social service expenditure has been held down by high 
interest payments in the 1920’s, and defence expenditure in the 
1930’s; in Sweden, Switzerland, Australia and New Zealand, 
social service expenditure has been held down by reluctance to 
increase taxation. The New Zealand Social Security Scheme, 
commencing in 1939, represented an increase in taxation, collected 
at a flat rate, of 1-7% of national income. 

The ratio between national and local taxation is also deserving 
of attention, Britain, France, Italy, Belgium and New Zealand 
have the most highly centralised financial systems. Generally 
speaking, it is desirable that as large a proportion as possible of 
public expenditure should be administered on local responsibility, 
and the experience of other countries has shown to what extent 
this can be carried. Grants in aid from the Central Government 
will not serve the same purpose. While they preserve some 
measure of local responsibility, decisions on policy and often 
control of details are assumed by the Central Government. 

In Britain, all through the latter part of the nineteenth 
century, and the early part of the present century, the trend was 
towards an increasing local financial responsibility. Under the 
circumstances of those days the rating system worked fairly 


well as the source of local finance. In the 1920’s it became less 
No. 220—VoL. Lv. cco 
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satisfactory, owing to the decline of property valuations com- 
pared with other elements in the national income, and the 
situation was made more difficult by the de-rating programme 
of 1928. The trend now will be for a still further decline in 
property values in relation to national income, and hence an 
increasing unsuitability of rates as a source of local revenue. 
The situation clearly demands that investigation be made of 
the possibility of a local income tax, which has proved workable 
in the majority of European countries, supplemented possibly 
by local sales and petrol taxes such as are used in American 
States and Canadian Provinces and by some American Munici- 
palities. 

A high ratio of local taxation is clearly both necessary and 
desirable in countries where distances are great, such as U.S.A., 
Canada and Australia. The progressive administration of the 
Scandinavian countries has also been accompanied by a very 
high ratio of local to national taxation (except in Finland). 

The relative importance of local taxation was tending to 
increase, not only in Britain between 1860 and 1913, but also 
in the U.S.A. between 1890 and 1912. The proportion of national 
to total taxation in U.S.A. was increased during the 1930’s, but 
is not yet again as high as it was in 1890. 

An increasing ratio of national to total taxation during the 
past thirty years or so is noticeable in Belgium, Germany and 
Switzerland. In the two latter cases, however, the proportion 
of national taxation started from a very low figure in 1913. In 
Australia and Canada, where the allocation of financial resources 
between central and local taxing authorities is a subject of very 
keen discussion, the ratio of national to total taxation has, in 
both cases, remained in the neighbourhood of 55% for a con- 
siderable period. 

On the other hand it is arguable that in the Scandinavian 
countries local financial devolution has been taken a little too 
far. In order to meet their obligations the rural communes 
have to impose taxation rates which fall very severely on the 
lower incomes, in comparison with the urban rates of taxation. 
This may be a factor tending to divert population and to dis- 
courage enterprise away from such areas, for a country where 
distances are not very great. Some compromise position between 
the British and Scandinavian probably represents the best 
financial relationship between central and local government. 

The time has already come to speculate as to the extent to 
which these forces will be brought into play in the immediate 
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future. Mr. Kaldor, for example (Economic Journa., April 
1943), hypothecates (on the basis of prices and wages 25% 
above 1938) a national income! for Great Britain of £6,500 
million for a post-war year. Government and Municipal expendi- 
ture, which apart from small miscellaneous revenue will have to 
be almost entirely financed out of taxation, is put at £2,283 
million or 35% of national income. This is almost certainly 
higher than the community will permanently be willing to carry. 
It may be contended that the taxpayer will be more ready to 
meet the proposed payment into extra-budgetary funds (£333 
million, or 5% of national income) because these provide him 
with health and other services which he would have had to pay 
for in any case. Even if this argument be accepted, the remain- 
ing burden, at 30% of national income, is definitely excessive. 

It may be contended that, as time goes on and as real standards 
of living rise, the proportion of his income which the taxpayer is 
willing to part with gradually rises.2 During the last twenty 
years the proportion of national income paid in taxation has, 
it is true, been higher than in 1913 in every country except 


1 In estimating the real national income there are two possibilities which 
Mr. Kaldor has omitted, both of which would tend to reduce it : 


1. The wage-earning population will almost certainly demand shorter 
hours and longer holidays than prevailed in 1938. 

2. There may be a reduction in the working population due to the 
retiral from the field of employment of older men, children and women. 


Estimates of post-war national income made by the Department of Commerce 
in U.S.A. seem also to be subject to the same qualifications, quite apart from their 
very high estimate of the rate of increase of output per man-hour. 

Judging by the data collected by Professor Douglas in America (The Theory 
of Wages and Journal of Political Economy, February 1937), the long-run supply 
curve of labour is definitely negatively inclined. Rising real income reduces the 
supply of both female and juvenile labour, and causes men to retire earlier. 
Female employment in Britain has been high compared with other countries. 
This is partly due to the customs of certain industries and areas, which may 
occupy a relatively less important position in the future than they have in the 


* The same question seems to have been posed in ancient China. The 
tendency seems to have been for a gradual rise in standards of taxation from 
10% to 20% of national income. Confucius, at one stage of his career, held 
the post of tax-collector, and according to his biographer “his position was 
made all the more difficult by reason of the fact that some years previously one 
of the Dukes of Lu, hard pressed as a result of his own extravagances, and the 
avaricious demands of the powerful barons, had doubled the tithes by increasing 
the proportion from one-tenth to one-fifth. . . . It was assumed that one-tenth 
of the produce should be ample to meet all governmental expenses. . . . The 
original provision for the collection of one-tenth of the produce had been estab- 
lished*by one of the early Kings of the Golden Age of the country, and was 
generally accepted as a perfectly just and equitable system of taxation; any 
departure from it was resented as an injustice.” 
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Japan. But this does not prove an indefinitely increasing will- 
ingness to bear taxation. It is almost certainly the case that 
there was in every country in 1913 a substantial reserve of 
unused taxable capacity, whatever complaints about taxation 
may have then been current; whereas the evidence of Table I 
shows that during the last twenty years several countries have 
carried their taxation right up to the limit beyond which the 
taxpayer prefers devaluation to further taxation. 

Even if we make some allowance for a possible upward trend 
in willingness to bear taxation, Mr. Kaldor’s proposals still appear 
to be unfeasible. 

In fact it is now apparent that the assumption of only a 
25% increase in prices is quite inadequate. Hourly wages in 
Britain have now risen some 40% since 1938. The money 
national income will therefore be almost certainly higher than 
Mr. Kaldor has predicted. Which items of public expenditure 
will also rise further, and if so to what extent, is a matter which 
must still be left open. 

In Mr. Kaldor’s estimated expenditure, interest on national 
debt and defence expenditure were provided for at £500 million 
each. Adding municipal interest, the former figure becomes 
some £560 millions, or 8-6% of the national income, and defence 
expenditure 7-7%. If prices rise by 50% instead of 25%, interest 
payments become 7:2% of the national income, but defence 
expenditure is presumably to remain at the same real level. 
The estimated interest payments are based upon a national debt 
of £21-5 milliard and an average interest rate of 2-33%. 

Every belligerent country will face a similar problem of 
national debt. Assuming that the price rise in all belligerent 
countries is 50% and that interest rates are kept down to 3%, 
debt interest in the belligerent countries after the war, expressed 
as a percentage of national income, will probably range from a 
minimum of 5% in Holland and Belgium, to a maximum of 11% 
in France. In most belligerent countries it will be 6% or 7%. 

The estimate of a 50% price rise was based upon the trend 
of money wages in the various belligerent countries. Unless 
there is to be a post-war reduction of money wage-rates, this 
will probably be the minimum price rise for any belligerent 
country. Unless there is to be repudiation, or an extremely 
low interest rate, a further reduction of the value of money will 
certainly be necessary in France, where the national debt has 
already reached unmanageable size. In the other belligerent 
countries, where interest payments will absorb only some 6% or 
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7% of the national income, it may be possible to confine the rise 
in prices to 50% if the rate of interest can be kept down to 3%, 
and if defence expenditure is on a small scale, and if no great 
expansion of social services is attempted. If any one of the 
above conditions is not fulfilled, taxation will pass the critical 
limit, and in consequence the value of money will show a further 
decline. The only remaining alternative is the extinction of a 
large proportion of national debts by means of capital levies. 
(It is assumed that repudiation is not under consideration.) At 
the beginning of the war Professor Hicks set out to show that a 
post-war capital levy would be of little value. One of his 
assumptions was a low post-war interest rate. The whole problem 
might now be due for re-examination. 


CoLIN CLARK 
Bureau of Industry, 


Brisbane. 


Note on Sources 


As indicated in the text, it is impossible to obtain any high degree of 
precision owing to difficulties of definition and interpretation. The 
League of Nations attempted a series of studies on public finance of 
different countries on a comparable basis, but the work was never com- 
pleted, and did not cover local finances. 

Besides the official financial publications of Great Britain, U.S.A., 
France, Germany, Canada, Australia, New Zealand, Switzerland and 
Sweden, the following sources were used : 


Statesman’s Year Book (somewhat limited in scope, but available 
over a long period of years). 

Board of Trade Statistical Abstract for Foreign Countries (also 
somewhat limited in scope, but available over a long period of years). 

International Section of Statistiches Jahrbiich fiir Das Deutsche 
Reich (comprehensive, but often inaccurate; inconsistencies often 
found between successive issues of the Year Book). 

Statistiches Handbuch der Weltwirtschaft (also comprehensive but 
inaccurate). 

Undersékningar Rérande Det Samlade Skattetrycket I Sverige Och 
Utlandet. Prepared by Professor Lindahl for the Swedish Treasury, 
Stockholm, 1936 (very valuable). 

Professor Shirras, Journal of the Royal Statistical Society, 1925 
(apparently the first systematic comparison of all taxation, including 
local, with national income. Compares 1913 and 1923 and is of 
great value). 

Sir Robert Giffen, Economic Enquiries and Studies. 

Foreign Affairs Association of Japan: Japan’s Finance and 
Industry, by Mr. Kaya, Minister of Finance. 

Mitsubishi Economic Research Bureau, Japanese Trade and 
Industry. 

Tax Institute, University of Pennsylvania, T'ax Yields, 1940. 












































FISCAL POLICY AND THE PROPENSITY TO CONSUME 


AFTER appraising subjective and objective influences on the 
propensity to consume, Lord Keynes concludes that the pro- 
pensity to consume is a “ fairly stable function so that as a rule 
the amount of aggregate consumption mainly depends on the 
amount of aggregate income.” 1 Among the objective influences 
of a fiscal nature admitted to consideration in reaching this 
judgment were income taxes, taxes on capital profits, death 
duties, changes in the rate of interest and the effects of govern- 
ment sinking funds for the discharge of debts paid out of ordinary 
taxation. 

At best, an appraisal of the potential effects of fiscal policy 
upon the propensity to consume involves a large element of 
qualitative judgment in view of the sketchy character of the 
available quantitative evidence. However, for the U.S. there are 
now somewhat better data available than in 1936, when Lord 
Keynes rendered the above judgment. In this paper I propose 
to analyse certain data bearing on the potentialities of fiscal 
policy in controlling the propensity to consume, with special 
reference to the post-war position of the United States. The 
conclusion indicated is that the propensity to consume is 4 
flexible function subject to a substantial degree of control by 
fiscal measures. 

As a setting for the analysis, let us examine the principal 
components of the gross national product for the year “ V-plus-2,” 
the second year after final victory, as estimated by Goldenweiser 
and Hagen of the Board of Governors of the Federal Reserve 
System, in comparison with Department of Commerce estimates 
for 1939 and the first half of 1944 on a seasonally adjusted annual 
basis (Table I). 

It should be noted that the Goldenweiser-Hagen estimate is 
not a forecast. It undertakes rather to indicate the amount and 
character of national output that will have to be maintained if 
serious unemployment is to be avoided. The indicated gross 
national product of $170-0 billion presumes full employment 
except for “ frictional ” unemployment of about two million. 

Although the Goldenweiser-Hagen estimate is necessarily 
subject to many variations and reservations, it provides a con- 
venient pattern against which to examine the potentialities of 


1 Keynes : General Theory of Employment, Interest and Money, p. 96. 
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TABLE I 


Gross National Product 
(Billions of Dollars) 














| . 
| misanendie Goldenweisse-Hagen 
1939.1 adjusted annual ee for year 
rate.? dea 
Gross national product 88-6 196-4 170-0 
Government expenditures | 16-0 98-9 30-0 
Federal js 7-9 91-6 20-0 
State and local . 8-1 7-2 10-0 
Private gross capital form- 
ation ‘ 10-9 2-0 27-0 
Consumers’ goods and ser- 
vices : 61-7 95-5 113-0 
Durable. 6-4 6-3 | 18-0 
Non-durable | 32-6 59-0 60-0 
Services . . - | 22-7 30-3 | 35-0 








1 U.S. Department of Commerce: Survey of Current Business, April 1944, 
pp. 12-14. 

2 U.S. Department of Commerce : ibid., September 1944, p. 4. 

3 Federal Reserve Bulletin, May 1944, pp. 424-431. 


fiscal policy in relation to the propensity to consume. The 
components of the gross saving and investment balance for the 
year V-plus-2 as estimated by Goldenweiser and Hagen follow : 








TABLE IT 
Savings and Investments in Year V-plus-2 (Goldenweiser-Hagen 
Estimate) 
Billions of 
dollars. 
Savings : 
Individual savings : . ; : . ‘ 14-0 
Undistributed corporate ‘profits 40 
Corporation depreciation and depletion charges and reserves 11-0 
Total savings 29-0 
Investments (offsets to savings) : 
Increase in inventories . 3-0 
Net export surplus 3 ; ; : : é. : 2-0 
Residential housing construction . , : ‘ ° +4 7-0 
Plant and equipment. -| 150 
State and municipal capital outlays financed by borrowing 2-0 
Total offsets to savings . , : : ; “ | 29-0 





The question under examination is whether, given a gross 
national product of $170 billion and a savings-investment pattern 
as above, fiscal measures might be applied which would alter 
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the volume of savings. If the investment components seemed 
likely to contract, could fiscal policy be directed successfully 
toward reducing savings, thus maintaining total income by 
increasing the proportion of income payments devoted to con- 
sumption? In considering this question we shall examine both 
individual and corporate savings. 


Individual Savings 

With respect to individual savings, the most pertinent relation- 
ship is that between savings and taxes. To what extent is the 
aggregate of individual savings dependent on tax policy? The 
following table compares individual savings in the year V-plus-2, 
as estimated by Goldenweiser and Hagen, based on a multiple 
linear correlation over the years 1929-1940, with Department of 
Commerce estimates for 1939 and the fourth quarter of 1943 : 


TaBieE III 
Savings of Individuals 
(Billions of Dollars) 














; Fou grew bly Goldenweiser-Hagen 
1939. adjusted annual Estimate for ? ear 
rate.} | V-plus 2. 
Income payments to indi- 
viduals tel 154-6 138-0 
Less: Taxes and non-tax 
payments ‘i 3:1 23-4 11-0 
Federal 1-3 21-4 9-0 3 
State and local . ‘ 1-9 2-0 2-0 * 
Equals : Disposable income 
of individuals . ; 67-7 131-2 127-0 
Less : Consumers’ Expen- 
ditures . : . | 61-7 95-5 113-0 
Equals: Net savings of 
individuals , 3 6-0 35-6 14-0 
Individual propensity to | 
consume (per cent. of 
disposable income re- 
presented by consum- | | 
ers’ expenditures) . | 89% 74% 89% 





1 Survey of Current Business, April 1944, pp. 12-14. 

2 Federal Reserve Bulletin, May 1944, pp. 424-431. 

* Not estimated by Goldenweiser-Hagen. Breakdown indicated assumes 
State and local taxation receipts at 2-0 billion, the same as in first half 1944, on 
a seasonally adjusted annual basis. 


With respect to taxes, Goldenweiser and Hagen have estimated 
a balanced federal budget requiring revenues of $20 billion. The 
indicated sources for this revenue in the year V-plus-2 compare 
as follows with actual receipts in 1939 and the fiscal year 1944: 
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TaBLE IV 


Federal Receipts 
(Billions of Dollars) 





aa Goldenweiser— 
1939.1 | 1943.1 | Fiscal | Hagen estimate 

















1944.? | for V-plus-2.* 
Individual income taxes r ° 0-9 15-7 20-3 9-0 4 
Corporation income and profits taxes 1-0 12-2 15-2 11-0 
Misc. inte-nal revenue, customs, and 
non-tax a 2-8 7-5 8-2 — 
Total Federal Receipts | 47 35-4 43-7 20-0 








1 Survey of Current Business, April 1944, pp. 112-14. 

? From Statement by the Director of the Bureau of the Budget, August 2, 
1944. 

* Federal Reserve Bulletin, May 1944, pp. 424-31. 

* Not estimated by Goldenweiser-Hagen. See footnote 3 to Table III. 


Could the volume of individual savings, estimated for the 
year V-plus-2 at $14 billion, be influenced by the policies pursued 
in collecting federal revenues of $20 billion? First let us con- 
sider the possibility of altering the savings rate by shifting the 
income groups against which the $9 billion individual income 
taxes indicated for V-plus-2 are levied. 

A study of incomes and savings in 1935-36, published by the 
National Resources Planning Board, shows a pronounced increase 
in the “‘ propensity to save’ as incomes increase. The position 
is summarized in the following table : 








TABLE V 
The Savings Propensities of American Families by Income Levels 
im 1935-36 1 
Per cent. of savings to Per cent. of income in- 
Income level. income after personal crement over next lower 
taxes. bracket retained as savings. 
$ (1) (2) 
0—1,000 ot —17-2 — 
1,000-2,000 ay 1-4 2-5 
2,000— 3,000 - | 9-6 21-3 
3,000— 4,000 — 15-7 | 30-3 
4,000— 5,000 ‘-_ 20-7 38-1 
5,000-—10,000 | 29-9 46-6 
10,000—15,000 ; 40-0 56-2 
15,000-20,000 . 41-5 44-0 
20,000 and over 57-4 70-0 








1 Calculated from data in Tables 24A and 27 of Consumers’ Expenditures in 
the United States 1935-36 by National Resources Planning Board. 





- 
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Column (2) is of particular interest in appraising the possi- 
bilities for controlling the propensity to save through tax policy. 
The 1935-36 study shows that in income groups above $5,000 
per year roughly half the increment of income over the next 
lower bracket was retained as savings. In other words, if families 
in income groups above $5,000 shift from one income group to 
another and adjust immediately to the average for the group, 
about one-half of income gains will be saved and one-half of 
income reductions will be absorbed by reducing savings 
respectively. 

If, in revising tax rates in order to reduce income-iax receipts 
from individuals from the present level of $20 billion to $9 
billion per year, the rate reductions are made wholly in the lower 
brackets, the effect on the volume of savings would be minimised 
and, contrariwise, if the reductions are made wholly in the higher 
brackets, the effect would be to create a maximum volume of 
savings. If the whole $9 billion estimated as required in the 
year V-plus-2 were collected in income groups above $5,000 per 
year, the indications are that about half of the tax payments 
would come.out of funds which otherwise would be saved. The 
total volume of individual savings, therefore, would be $4:5 
billion less than if the $9 billion were collected from lower-income 
groups where funds paid out in taxes would otherwise have been 
spent. In relation to total individual savings of $14 billion, an 
ability to bring about, through fiscal policy, a variation of the 
magnitude of $4-5 billion would, indeed, be a substantial fiscal 
instrument. 

The potentiality for controlling individual savings would be 
expanded, of course, if more than $9 billion of the indicated $20 
billion federal receipts were procured from individual income 
taxes. It is probable that if the entire $20 billion were collected 
from higher-income brackets a ceiling would be set on incomes 
leaving a relatively small volume of individual savings. 

Besides adjusting federal income taxes on individuals, other 
tax measures might also be employed to influence the individual 
propensity to consume. Some degree of flexibility in savings 
aggregates is available, depending on whether excise taxes are 
levied on standard items or on luxuries. For example, funds 
drawn from taxes on cigarettes and gasoline tend to come out of 
income which for the most part would in any event be spent, 
whereas taxes collected on luxury products, such as furs and 
jewellery, would, in part, come out of income which might 
otherwise be saved. 
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In addition to the indicated range of federal receipts of from 
$9 billion to $20 billion, which might be applied to controlling 
individual savings, there is the further potentiality of collecting 
employment taxes with the same ends in view. Employment 
taxes are estimated by Goldenweiser and Hagen at $4 billion in 
the year V-plus-2. If these funds were to be collected from 
progressive taxes on individuals, as suggested by Nathan, 
the potentiality for diminishing savings would be still further 
enhanced. 

There is the further possibility of adopting measures to shift 
the sources for the $10 billion taxes collected by State and local 
governments. This would involve difficult administrative prob- 
lems from the standpoint of the relationships between the federal 
as against State and local governments, and would be more 
difficult to administer flexibly than would adjustments in federal 
taxes. It is a potentiality, however, which lends further weight 
to the conclusion that it is easily within the power of Government 
fiscal policy to regulate the propensity to consume. 

So far our discussion of the potentialities of fiscal policy in 
changing the propensity to consume has been concerned with the 
employment of taxing power as a tool for conditioning the dis- 
tribution of income, thereby affecting the volume of individual 
savings. Inasmuch as savings are derived largely from the 
higher incomes, it appears possible to regulate the volume of 
savings through the exercise of tax policy to influence the relative 
volume of income in lower as against higher income groups. 

However, there are other fiscal powers than taxation which 
could also be devoted to regulating the propensity to consume. 
Measures could be taken which would influence basic savings and 
spending habits over the longer term. Extension and enlarge- 
ment of Social Security benefits, including old age and unem- 
ployment insurance and the development of a broad health 
insurance plan, would reduce incentives for savings by reducing 
the risks for which individuals normally lay aside part of their 
income. Also, savings would be reduced, particularly in the 
high-income brackets, if death and gift duties were greatly 
increased, thus discouraging the accumulation of an estate for 
one’s heirs. 

Corporate Savings 

In considering possible fiscal controls over corporate savings 
and the expenditures of corporations against depreciation reserves, 
the following relationships are of interest : 

1 Robert Nathan, Mobilising for Abundance, p. 158. 
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TABLE VI 


Business Income, Taxes, and Savings 
(Billions of Dollars) 

















, Goldenweiser— 
First half : 
1939.1 | 1944 annual | #982" — 
rate.? V-plus-2.? 
Gross business income before deprecia- 
tion, depletion and other reserves . | 21-6 46-2 38-0 ¢ 
Depreciation, depletion and other 
reserves. - 2 ° : 7-0 9-2 11-0 
Business profits before taxes 14-6 37-0 27-0 4 
Business tax liabilities 10-4 28-4 17-0 
Net corporate profits 4-2 8-6 15-0 4 
Dividends ‘ 3-8 3-6 10-9 4 
Corporate savings 0-4 5-0 4-0 





1 Survey of Current Business, April 1944, pp. 12-14. 

2 Ibid., September 1944, p. 4. 

3 Federal Reserve Bulletin, May 1944, pp. 424-31. 

* Not estimated by Goldenweiser-Hagen. These figures are derived by the 
author by assuming that half the reduction in business taxes is carried through 
to net profit and distributed as dividends. 


The Undistributed Tax Law of 1936, repealed in 1938, was 
directed in part toward inhibiting corporate savings, but made 
inadequate provision for corporate capital needs and the restora- 
tion of impaired working capital. There does not seem to be 
any basic reason why a measure cannot be drafted which would 
avoid these weaknesses, and would serve effectively to restrict 
corporate savings. If the $4 billion corporate savings indicated 
for the year V-plus-2 were, by fiscal measures, persuaded into 
dividends, the effect on aggregate savings would be substantial 
because, in addition to the proportion claimed as individual 
income taxes, it is probable that less than half of the remainder 
would remain as individual savings. 

Besides encouraging the distribution of earned income, fiscal 
action might also be directed to controlling the net savings or 
dis-saving influence resulting from corporate outlays charged 
against depreciation reserves. A counter-cyclical influence would 
be exerted on the downswing if corporations were encouraged to 
expand outlays by awarding a credit against their tax bill of 
a certain percentage of expenditures charged to depreciation 
reserve. Contrariwise, if it seemed desirable to restrain such 
expenditures during a boom period, a penalty might be assessed 
for expenditures exceeding the appropriation to the reserve. 
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Conclusion 


With due allowance for a wide margin of error in the data 
examined, the conclusion is nevertheless unmistakable that the 
propensity to consume is a flexible function subject to fiscal 
control. Recognition of this latent fiscal power will require a 
reorientation to the problem of stabilising employment at a high 
level. On the assumption of a rigid propensity to consume, 
Lord Keynes concluded that the volume of employment is 
dependent upon the volume of investment.1 Pursuit of this 
conclusion has resulted in a preoccupation with investment and 
led to the prevailing doctrine that if private investment is inade- 
quate, spending should be undertaken by the Government in 
sufficient volume to force the economy to a full employment 
level. Under conditions in which the natural flow of investment 
is far below the volume of savings that would be forthcoming at 
a given income level (and this is the situation which seems to 
prevail in the United States), the volume of Government spending 
required to sustain full employment may be so substantial as to 
threaten a breakdown of the private segment of investment and 
perhaps, indeed, the private enterprise system. The flexible 
nature of the propensity to consume provides an escape from 
this dilemma. Instead of straining for enough public spending 
to absorb the savings arising from a full employment national 
income, it seems more appropriate to apply fiscal powers to 
adjusting savings to a flow which can be absorbed by the natural 
rate of private and public investment. — 


RANDALL S. WI~uiaAMs, JR. 
Washington, D.C. 


1 Keynes: ‘‘The General Theory of Employment,’’ Quarterly Journal of 
Economics, February 1937, Vol. XXI, p. 221. ‘‘ The theory can be summed up 
by saying that, given the psychology of the public, the level of output and 
employment as a whole depends on the amount of investment.” 

































REVIEWS 


Lapses from Full Employment. By A. C. Piaovu. (London: 
Macmillan. 1945. Pp. viii + 73. 4s. 6d.) 


“Some parts of the argument,” says Professor Pigou in his 
preface to this book, “unpractised readers—and maybe others 
also—will almost certainly find difficult.”” The present reviewer 
must candidly admit that he, for his part, found the argument 
very difficult; not so much in matters of detail, but for the diffi- 
culty which one has at a first reading in seeing where the argu- 
ment is tending. When at last one has puzzled it out, one sees 
that various clues are provided in the preface; but in view of the 
oblique approach to the subject which is adopted in the text, a 
more direct statement of objectives in the preface would have been 
exceedingly helpful. 

The obstacle which stands in the way of one’s understanding is 
that a large part of the argument (indeed, all the first half of the 
essay) runs in terms of the relation between wages (money wages) 
and employment; itself a highly controversial matter, on which 
more than one book of this size could easily be written. But the 
book is not really about the relation between wages and employ- 
ment; the discussion of that subject is ultimately needed only 
as background. What the argument ultimately leads up to 
is an even more topical question—the opposition between the 
“* Beveridge ”’ policy of diminishing unemployment by expanding 
demand and the ‘“‘ White Paper” policy of stabilising demand. 
It is true that we are given a hint about this in the preface, for 
Professor Pigou expresses himself to be broadly sympathetic with 
the White Paper policy; but he does not explain that the argu- 
ments which follow are directed to showing that a policy which 
stabilises demand will not merely stabilise employment, but will 
also increase employment on the average. If this can be shown, 
it presumably reinforces the ‘“‘ White Paper” as against the 
“ Beveridge ” prescription; but Professor Pigou has left his 
readers to draw such practical deductions for themselves. 

The view about the relation between wages and employment 
which is needed as background looks at first sight very different 
from the Keynesian view, which has almost been taken for 
granted in much recent discussion. But the difference between 
Professor Pigou and the Keynesians is nowadays not one of 
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analysis; it concerns the estimation of social probabilities, which 
mountains are regarded as inflexible, which it is possible by 
taking thought to move. Sir William Beveridge has admitted 
that “there is a real danger that sectional wage bargaining, 
pursued without regard to its effects on prices, may lead to a 
vicious spiral of inflation.” In Professor Pigou’s world such 
sectional bargaining is taken for granted. Because trade unions 
and other labour organisations will push up wages when they see 
an opportunity, the full employment equilibrium (which Sir 
William Beveridge sets as his ideal) is not an equilibrium at all. 
It is bound to be upset by pressure on the wage level. If the 
monetary system were to be elastic (as Sir William Beveridge 
would like to make it) the vicious spiral would be unavoidable. 
But in fact the monetary system is not perfectly elastic. Equili- 
brium is therefore found at a point where there is enough unem- 
ployment to stop the pressure for higher wages. Analytically 
it is true to say that the unemployment is caused (via the interest 
mechanism) by the strain which is put upon the monetary system 
by the high wages. But this strain cannot be prevented by doctor- 
ing the monetary system except at the price of an inflationary 
breakdown. The amount of unemployment is therefore more a 
consequence of the wage-policy pursued than of the characteristics 
of the monetary system. 

If trade unions and wage boards were less insistent in their 
demands, then (according to this construction) unemployment 
would be diminished ; if there were “‘ thoroughgoing competition 
in the labour market,”’ unemployment would be absent altogether. 
These consequences follow from Professor Pigou’s construction, 
and they are emphasised by the title which he has chosen for his 
book; it seeks to underline the thesis that there is a tendency to 
full employment in a free market, so that unemployment is a 
“lapse” from this ideal equilibrium. But though these conse- 
quences are emphasised in the title, they do not seem to embody 
the practical moral which is to be drawn. In the greater part of 
the analysis, wage policy of the sort described is a datum; the 
question under discussion concerns the means which remain over 
for minimising unemployment if it has to be taken for granted 
that labour organisations will behave in this way. 

It might appear at first sight as if no such means could exist. 
If wage-rates are only kept from rising by the existence of 
unemployment, anything which diminishes unemployment will 
result in a rise in wages, and the rise in wages will continue until 
the equilibrium amount of unemployment is restored. Looked at 
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in this way, the approach would seem to result in pure fatalism. 
Actually, Professor Pigou’s position is not so fatalistic. This is 
because he assumes a certain amount of rigidity in wage-rates; 
wages are fixed, not altogether with respect to the amount of 
unemployment existing at the moment, but more with respect to 
the amount of unemployment to be expected over a longer period. 
The amount of unemployment is therefore not entirely a matter 
of wage-policy; it can also be affected by fluctuations in the 
demand for labour about the normal level, even though it cannot 
be affected by long-run changes in the demand for labour as a whole, 

On these assumptions, the existence of fluctuations is likely to 
increase the amount of unemployment (that is to say, it will raise 
the average amount of unemployment over the whole fluctuation 
above what it would have been if the demand for labour had been 
constant at its average level) in three distinct ways. In the 
first place, if the fluctuation is large enough to cause the demand 
for labour in certain occupations to be greater at the top of the 
boom than the supply of labour to those occupations, some of the 
demand at the crest of the wave will go to waste; the extra 
employment at the top will therefore fail to offset the lost em- 
ployment at the bottom. (On this point, an obvious objection— 
that shortage of labour at the top may cause demand to be post- 
poned rather than lost altogether—does not seem to have been 
answered. The connection, which Professor Pigou would pre- 
sumably admit, between fluctuations in trade as a whole, and 
fluctuations in the demand for durable goods, would seem to make 
this possibility a real one.) Secondly, since in practice the demand 
for labour is likely to fluctuate more in some occupations than 
others, the high liability to unemployment will reduce the numbers 
of workers who will be attached tothe more fluctuating occupations, 
so that a particularly large amount of their boom demand will go 
to waste. Thirdly, since wages move up more easily than they 
move downwards, the average level of wage-rates will probably 
be higher in a fluctuating economy than in one with a steadier 
demand. For this reason also average unemployment would be 
higher. 

These principles hold without qualification in conditions where 
wage-rates are inflexible in the course of a fluctuation, and where 
the distribution of labour among occupations does not respond to 
the changes in demand in the course of a fluctuation. The greater 
the responsiveness to the fluctuations on the part of wage-rates 
and of the distribution of labour among occupations, the less 
extra unemployment the fluctuations will cause. The damping 
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effect of these adjustments is, however, subject to an important 
proviso. The responsiveness of wage-rates and labour move- 
ments must be properly timed; if the response is lagged, so that 
wages rise when they ought to be falling, or labour moves in when 
it ought to be moving out, naturally that makes matters worse. 
“The Theory of Economics does not furnish a body of settled 
conclusions immediately applicable to policy. It is a method 
rather than a doctrine. . . .”” The familiar words come back to 
one’s mind when one finds Professor Pigou wearing the Keynesian 
hat and producing from it such a very un-Keynesian (or un- 
Beveridgian) rabbit. Is it a convincing rabbit? It is a bit sour 
in the face, but for my part I do not find it altogether uncon- 
vincing, save on one point. The arguments adduced on pp. 22- 
25 to show that in the long period there must be some significant 
elasticity to the demand curve for labour, even if the interest 
mechanism will not work, are probably acceptable in themselves ; 1 
but is it legitimate to carry them over to the study of fluctuations ? 
Is it not probable that at the bottom of a slump the relevant 
demand curve will be nearly, if not quite, inelastic over the 
relevant range? This could be admitted by Professor Pigou 
without substantial damage to his main theses; but he could not 
then maintain the paradox that even in a slump there is a 


“tendency to full employment.” 
J. R. Hicks 
Manchester University. 


League of Nations. Economic Stability in the Post-war World. 
(Geneva: League of Nations (London: Allen & Unwin), 
1945. Pp. 319.) 


Tuts second Report of the League Delegation on Economic 
Depressions constitutes the coping-stone of a programme of work 
which was set in hand more than ten years ago, and which has 
already given us Haberler’s masterly synthesis of trade-cycle 
theory, Tinbergen’s pioneering econometric studies and the Dele- 
gation’s own valuable first report on ‘‘ The Transition from War 
to Peace Economy.” It is, I suppose, the economic swan-song, 
or very nearly so, of the League of Nations; and the moment may 
be appropriate for a general expression of gratitude to the League’s 
Economic Department and to its fertile and untiring Director. 
Let us trust that their successors will carry on and extend the 
good work. 


1 They are similar to those which he put forward in ‘‘ The Classical Stationary 
State ’’ (Economic JouRNAL December 1943). 
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‘ 


The Delegation describe themselves as “ concerned with the 
long-term problem of cyclical fluctuations in economic activity,” 
and the bulk of their report is conceived in these terms. It will 
thus, no doubt, be regarded as old-fashioned by those who not 
merely predict for the future but discover in the past a chronic 
deficiency of effective demand. In deference to this view, the 
Delegation add a chapter (16) of advice for any country which 
does find itself faced with such a problem of secular stagnation— 
advice which includes ‘“‘ the adaptation of its fiscal system in such 
a way as to stimulate consumption expenditure and restrict 
saving.” In support of their general approach, the Delegation 
would perhaps have been wise to set out more explicitly the 
reasons for supposing that the successful stabilisation of demand 
would result, not in a mere redistribution of the total volume of 
unemployment over time, but in its reduction. 

The Delegation do well to begin (chs. 1-6) by setting out 
rather fully the deep-seated causes of instability of demand in 
highly-capitalised private enterprise economies—causes which 
are always themselves aggravated by war, even though war may 
produce, as a by-product, an increased will to tackle them. Such 
a qualitative analysis is a most necessary prelude to use of the 
now fashionable “national accounting’ techniques, whose hard 
and burnished outlines, with their bright array of taps through 
which the money flows and their delightful tendency to add 
up right, are somewhat apt to generate a false sense of simplicity 
and finality about the problem to be solved. Not that the Delega- 
tion fail to give the fullest welcome to the new techniques or to 
recommend their widespread adoption as guides to policy (chs. 
7-9). 

The Delegation’s recommendations (chs. 9-20) cover an 
immensely wide field, so that even a summary of their Summary 
(ch. 21) would fill a number of pages. Prominent in the list, so 
far as national action goes, is the deliberate use of public finance, 
both on the revenue and expenditure sides, as an engine for con- 
trolling the stream of total income (ch. 8); and improvement 
of the mobility of labour, moderation in wage policy, and pre- 
vention of the obstructive use of monopoly power, in order to 
prevent a state of “ high and stable employment ” (how right the 
Delegation are to prefer this phrase (p. 205) to the shorter catch- 
word !) from degenerating into inflation (ch. 14). The Delegation 
decline to take a gloomy view of the effect of high employment on 
discipline and productivity (pp. 211-2). Their report is not 
unique in that the chapter (10) on private investment is not the 
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meatiest part of the whole; but it contains suggestions in some 
detail for influencing the rate of house-building by variations in 
mortgage terms and practices. The Delegation treat credit 
policy (ch. 11) as an instrument ancillary indeed, but not obsolete, 
least of all for poorer countries, where business is more dependent 
on the banks and where the fiscal weapon may prove difficult to 
handle. They favour a selective rather than an indiscriminate 
use of the instrument in time of boom; but they end with a 
warning that if interest rates are never to be allowed to rise, 
there is likely to be need for greater use of “ all sorts of direct 
control such as price-fixing, direct investment controls and alloca- 
tion of productive resources.”” Apostles of full employment in a 
free society, please note ! 

The Delegation, as was to be expected, give much attention to 
the international side of their problem. They are strong advo- 
cates of continuing long-term foreign investment by richer coun- 
tries in poorer ones, and make proposals for influencing its volume 
contra-cyclically and for rendering more elastic the burden on 
the borrowing country (ch. 13). Subject to such adjustments, 
they appear to be satisfied that creditor countries can go on 
indefinitely running high export surpluses, .e., lending annually 
in excess of the annually increasing annual service of past loans. 
To avert the international transmission of depressions, they 
recommend (ch. 17) that a country experiencing a cyclical decline 
in the demand for its exports should endeavour to maintain its 
total income unimpaired, covering its adverse balance of payments 
by a loss of reserves, and should resort. to corrective measures 
(among which the Delegation prefer devaluation) only if the decline 
in demand is due to a lasting change in tastes or competitive power. 
In the latter case the country must also seek to correct the situa- 
tion by developing new exports or substitutes for imports. The 
Delegation’s proposition (pp. 233-4) that these latter changes will 
be easier to effect if aggregate domestic demand is kept at a high 
level strikes me as paradoxical, and seems to be based, to judge 
from the reference given, on a false analogy with the conditions 
favouring structural adaptation within a closed system. 

The Delegation realise that their immunisation proposals may 
prove difficult to apply, especially for countries heavily dependent 
on the export of agricultural staples. They accordingly emphasise 
the need for international action of various kinds, including the 
expansion of reserves of international money @ la Bretton Woods, 
the setting up of a buffer stock agency to deal in selected crude 
products (ch. 18), and above all the coordination of national 
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employment policies (ch. 20). “‘ Nothing could be more dan- 
gerous, or more untrue, than to assume that the maintenance of 
the fullest possible volume of employment can be left to each 
Government acting in isolated independence.” Positively on 
these matters, and critically on the seductive paths of export 
subsidy (ch. 19) and production control (ch. 18), the Delegation 
have much to say that is worth attention. 

I hope it is not captious to draw attention to two sentences in 
which the Delegation seem to be saying what they do not really 
mean, and which might therefore, if quoted in isolation, do mis- 
chief. (1) “Our broad conclusion is that . . . the total wage 
bill, aggregate labour income, should so far as possible be kept 
stable in a depression ” (p. 128). But obviously the Delegation 
do not want to stabilise the wage bill at the depression level; they 
want to see it rise as, under the stimulus of other recommended 
measures, employment improves. What they in fact advocate 
is that the general run of wage rates should not be reduced 
in the hopes of stimulating employment, though, in their 
view, some particular wage rates may be. (2) If it were really 
true, in the relevant sense, that every act of Government deficit 
spending will cause “an increase in the national income at least 
equivalent to the expenditure made and therefore more than 
adequate to cover the service of the debt” (p. 227, my italics), the 
Delegation’s previous warning (pp. 181-2), that under a policy of 
deficit-spending the debt may grow so fast as to impose an in- 
creasing burden on enterprise and work, would have been mis- 
conceived—which (in my view) is by no means the case. 

I trust that in trying to do justice to the Delegation’s modera- 
tion, I have not done less than justice to their idealism and élan 
de vie. It is a stably expanding world, not a stagnant one, for 
’ which they prescribe; and they are not for reversing the gears 
at the first sign of a hitch or a bottleneck (p. 214). ‘‘ What is 
required is the substitution of positive for negative aims—not the 
relief of unemployment when it develops but the attainment of 
high and stable levels of employment in keeping with the capacity 
of industry and agriculture” (p. 20). But they know that, to 
quote their closing words, “‘ success will not be lightly or rapidly 
achieved.” Their Report, which will be widely read in all 
countries, should deepen the understanding of these problems and 
strengthen the will to face them. 

D. H. Rospertson 
Trinity College, 
Cambridge. 
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International Currency Experience. League of Nations, Economic, 
Financial and Transit Department. (London, Allen & Unwin. 
1944. Pp. 249. 12s. 6d.) 


THE League of Nations survey of International Currency 
Experience has the sub-title : ‘‘ Lessons of the Inter-War Period.” 
One of the great differences between the present time and 1919 
is that then we were looking back to a pre-war period; now we 
are looking back to an inter-war period. In many ways the 
policies and opinions of 1919 were coloured by the conception of a 
normal, peace-time economic system to which it was desirable to 
return as quickly as possible. This was particularly true in the 
monetary sphere. An idealised view of the gold standard, 
such as that presented in the Cunliffe Report, appeared to provide 
a model for reconstruction. Now we look back, not for models, 
but for “ lessons.” 

The powerful influence of conceptions of pre-war normality, 
not only on official policies but also on market behaviour, is 
illustrated in the history of the great European inflations. The 
basic cause of the inflations was the pressure on the exchanges 
of urgent need for imports to set production going and to restore 
the health of under-nourished populations. In the early stages 
of depreciation foreign speculators bought the depreciating 
currencies in the belief that they were bound to recover from 
such “unnatural”’ values. These purchases financed imports, 
while the value of the speculators’ holdings was completely obli- 
terated in the final stages of the inflations. Thus the countries 
concerned were provided with a considerable amount of relief 
and rehabilitation free of charge. 

The effect of the prestige of pre-war exchange rates upon British 
monetary history is notorious. Mr. Nurske, the chief author of 
this study, takes the view that the absence, this time, of exchange 
rates hallowed by association with pre-war normality is an ad- 
vantage, since it makes it possible to start afresh and devise by 
internationalagreement a coherentsystem of rates. He emphasises, 
drawing many lessons from inter-war experience, the importance 
of choosing the “ right ” exchange rate. 

But what are “right” rates? No system of exchange rates 
can establish equilibrium in the nations’ balances of payments 
in face of movements of ‘hot money.” Suppose that these 
are eliminated, and new “ rules of the game ”’ are established, as 
adumbrated in the Bretton Woods agreement, by which ex- 
changes are free in respect to current transactions while capital 
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movements are controlled. What is then the criterion of right- 
ness ?. It would no doubt be neatest, from a theoretical point of 
view, to say that the right rates are those which establish 
balance in all current accounts. But this is not a practicable 
objective. The United States can hardly be asked to establish 
an exchange rate for the dollar (or a level of money wages at home) 
which will prevent her from developing a surplus on current ac- 
count. Nor is it desirable that she should do so. If the United 
States is anxious to export in order to maintain profits and 
employment at home, the over-populated and under-capitalised 
nations can turn a surplus of imports to great advantage. But 
the lessons of the inter-war period as to how this can be managed 
are all negative. No monetary system can force balances on 
current account to adapt themselves quickly and painlessly to 
erratic movements of foreign lending (it was the great illusion 
of the 1920’s that the pre-war gold standard could do so). And 
no mechanism has yet been suggested which can prevent lending 
from being erratic in modern conditions, except long-term 
international planning, which has many obstacles to overcome, 
both in American ideals of individualism and in the nationalism 
of prospective borrowers. Even if lending could be steadied, 
or could be accommodated to movements in balances on income 
account, it would still remain to determine the “right ” pattern 
of balances before it is possible to decide the “ right ” exchange 
rates. 

However, even if “right” rates are an illusive concept, 
Mr. Nurske is on strong ground in emphasising the disturbing 
effects of obviously ‘“‘ wrong” rates. This particular lesson 
of history is very relevant at the present time, and seems to have 
been very imperfectly learned. 

Mr. Nurske does not go at all deeply into the long-term 
problems of equilibrium; he is more concerned with the effects 
of upheavals consequent upon the aftermath of war and upon 
cyclical fluctuations. He produces strong evidence to show that 
the notions of “ free’ exchanges and of the “ automatic” gold 
standard are both equally chimerical. There is no escaping the 
fact that exchanges must be controlled by conscious policy. 
There are great advantages in exchange stability. Besides the 
obvious benefits to trade and investment, Mr. Nurske points out 
that an expectation that devaluation may occur not only makes 
“hot money ” hard to control, but is liable to react also on the 
current account of the country concerned, since home importers 
will wish to buy before the international value of their currency 
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falls, while foreign importers will hold back purchases until it 
does. The less numerous instances of appreciation which oc- 
curred during the period showed the opposite effect. This is a 
phenomenon which seems to be inadequately allowed for in the 
Bretton Woods proposals. 

At the same time Mr. Nurske brings forward strong evidence 
of the impossibility of a return to a system of completely rigid 
exchange rates. In particular, he points out that even in the hey- 
day of the gold standard, the countries depending upon exports 
of primary commodities, especially “ one-crop”’ countries, were 
obliged to devalue when there was a slump in world demand for 
their produce, not in the hope of stimulating demand by a further 
fall in the world price of the commodities concerned, but in order 
to defend home incomes and home prices from the impact of the 
fall in world prices already produced by the slump. In general, 
he takes a favourable view of the “ buffer ” policies (as opposed to 
“ beggar-my-neighbour ”’ policies) evolved to insulate a country 
from the effects of a slump (and, more rarely, from an inflation) 
originating abroad. 

The main lesson which emerges from the discussion is that 
monetary problems cannot be solved by monetary measures 
alone. For the “ one-crop ”’ countries the remedy lies in diversify- 
ing their production and, meanwhile, in international schemes to 
stabilise primary prices. For the many problems arising from 
the international trade cycle the remedy lies in co-ordinated 
national policies to stabilise activity. It is salutary, though 
painful, to be deprived of the illusions of 1919, and Mr. Nurske’s 
lucid and well-argued historical survey makes a useful contribution 
to the process of disillusionment. 


JOAN ROBINSON 
Cambridge. 


Secrets of Industry. By L. C. Orv. (London: Allen & Unwin, 
1944. Pp. 160. 8s. 6d.) 


WIrTuIn the past two years British business men, most of whom 
have been far too busy to reply, have been bombarded with evi- 
dence, statistical and otherwise, of their inefficiency. Much of 
this campaign has been carried on by those who know little enough 
about British industry or of its magnificent achievement in war- 
time. Mr. Ord, however, has had much practical experience of 
industrial organisation in this country and the United States, and 
his book is important because of the knowledge upon which it is 
based, because of the successes in planning and organisation he 
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has achieved by putting his principles into practice and because of 
his shrewdness and balance of judgment. He, too, is much dis- 
turbed about the inefficiency which he discerns in British industry 
and about the superiority of manufacturing and administrative 
technique to be found in the United States. But he qualifies his 
conclusions in many ways. He believes that many British 
industries compare well in efficiency with their American counter- 
parts, he recognises that in many industries the nature of demand 
calls for small units, and he is strongly of the opinion that there is 
no inherent reason why British industry should not be as efficient 
as any other. 

Put briefly, he would attribute the superiority of American 
manufacturing industry over British to six factors. First, 
American industry has seized more completely the advantages to 
be gained from mass-production methods. The Americans have a 
much greater skill and interest in production engineering than 
we have here. Second, the United States has taken steps to 
prevent monopoly and to force business men to make profits 
through low prices and quantity output, whilst in this country 
monopoly has been permitted and even encouraged. ‘ Whilst 
Uncle Sam was a strict referee and made them fight, and fight fair, 
in England the fight was rigged. Fit or not, they each won in 
turn and it was a friendly game. Occasionally someone rebelled 
at the frame-up or at his own terms in it and fought. Then the 
public got a bit better value for their money.” Third, the 
American consumer is much more enterprising than the British, 
he is always prepared to take something new and this puts a 
premium on enterprise and novelty. Fourth (and this is one of 
the most interesting aspects of Mr. Ord’s treatment), it is claimed 
that administrative costs are lower in American industry than 
elsewhere. Fifth, the working pace in American industry is 
greater than it is in Great Britain. And, sixth, which is bound up 
with working pace, the whole American attitude towards work, 
and indeed towards life, is fundamentally different from that found 
in other countries. In the United States there are probably more 
labour disputes than there are here. Strikes are more bitter 
whilst they last. But “‘ back of this troubled background, is, 
however, the clear recognition by both sides that it is the output 
rate only which pays wages, salaries and dividends.”’ 

It would be easy enough to criticise this diagnosis. The 
American manufacturer has a vast internal market in which 
mass-production methods pay to a degree which would not obtain 
in the British home or foreign markets. It may be that for 
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general deep-seated social and economic reasons, the American 
superiority in mass-production technique is likely to persist, and 
that we would be best advised to concentrate upon the production 
of goods in which quality and variety count heavily. It could 
be claimed that there is something of a paradox, if not of actual 
inconsistency, in Mr. Ord’s view that the American consumer is 
prepared both to accept new things and to accept standardisation 
of product. It is very doubtful whether the anti-trust legislation 
in the United States has been as successful in maintaining a 
competitive system as Mr. Ord claims. And Mr. Ord makes no 
examination of the contention—to which support is given by a 
comparison of the national income per head in Great Britain and 
the United States—that the great efficiency of American manu- 
facturing industry may be obtained in part by increasing trans- 
port and other costs in the economy. 

There can, however, be little doubt that this book hits a 
number of nails firmly on the head. No one who has been in a 
position to watch American and British industry in operation in 
similar lines can escape the conclusion that the whole atmosphere 
is more conducive to production there than here. There is in the 
United States a sense of urgency, of recognition of the relation 
between hour-to-hour effort and the wage-packet which is strangely 
lacking in many British workshops. This, however, pushes us 
back to other questions. Is the American business man more 
enterprising because he knows his workers are on their toes or is 
the American worker keener because he can rely upon the employer 
missing no opportunity to expand sales and output? I suspect 
that they have a common cause which itself is complex and goes 
down to the roots of the manner of American life: their system 
oi education, their sense of social equality, their generosity towards 
the achievements of others, their feeling that they are still only 
two generations away from the covered wagon. Certainly Allyn 
Young’s view that, man for man in comparable situations, the 
Britisher is the equal of his American counterpart, is still true. 
We cannot explain differences in the efficiency of American and 
British industry by looking at the working units, it can only be 
explained in terms of differences of general environment. 

Mr. Ord is also surely correct when he refers to the general 
debility arising in British industry through the pervasive growth 
of monopoly and protection. He makes a very striking contrast 
between our motor-car industry—which he considers has gone 
flabby behind a whole barricade of protective devices, import 
duties, high transport costs, petrol taxes and horse-power taxes— 
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and our shipbuilding industry, which has maintained a high level 
of efficiency, largely because, in the nature of things, it could not 
be protected in the same way. He is surely correct when he 
argues that no business man in his senses will choose to make 
profits by the hard route of efficiency if he can attain the same 
results by the easier route of agreement with his competitors and 
the gentle squeezing of the consumer. 

There is one side-line in Mr. Ord’s book which should not pass 
without notice. He puts forward (page 22) an unusual and 
spirited defence for repetitive work of a monotonous kind. He 
argues that as repetition brings skill and dexterity, the worker 
comes to parallel ‘‘ women who knit wonderfully well and like to 
knit as they read,” and that so soon as the logical limit of repeti- 
tion is reached the mind of the worker is left free for reflection. 
It is an odd idea that contemplation should become common 
among those surrounded by the lethal moving parts of a machine. 
So odd, indeed, that perhaps it is worth further investigation. 

JOHN JEWKES 

University of Manchester. 


Business Leadership in the Large Corporation. By R. A. GorpDoy. 
(Washington, D.C.: Brookings Institution. 1945. Pp. 
xiv + 369. $3.00.) 


Management in Russian Industry and Agriculture. By G. BrEn- 
stock, S. M. Schwarz, and A. Yucow. (London: Oxford 
University Press. 1944. Pp. xxxii + 198. 15s.) 


“‘ BuSINESS efficiency ” has for the last quarter-century been 
establishing itself as a subject with a literature of its own. For 
more than a quarter of a century it has had some academic 
attention, and this is a tendency which will surely grow. The two 
books under review make a useful contribution to the literature 
of the subject. 

Undoubtedly, much valuable work has been done by all this 
literature, much has been clarified by the disputations “ about 
it and about.”’ There has been a general spreading of enlighten- 
ment on all sorts of topics connected with business efficiency. 
The advantages and disadvantages of functional as opposed to 
divisional types of organisation, the proper forms and uses of 
costing and accounting methods, the methods and use of market 
research, the desirability of technical research, and a hundred 
matters akin: all these topics are discussed in extenso, and the 
diligent student ean get much good from what has been written. 
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And yet, as one reads much of this literature, and as one tries 
to draw conclusions from what is to be seen in British industry 
round about, one feels that there is something far more important 
to be learned about industrial and commercial efficiency which 
seems never to be dealt with in the text-books, and whose existence 
they always seem to ignore. I mean a certain economic hard- 
headedness—an insistence all the time on the maximum of out- 
put for the minimum use of resources of men and material. 

It may seem strange, even platitudinous, to call attention to 
this point. The academic economist can well be pardoned if he 
takes it for granted that a due measure of this economic hard- 
headedness is present in the major parts of each sector of British 
or other industry and commerce. I believe that it is wrong to 
make this assumption, and that in much of British industry— 
it may be, in the industries of other countries as well—this 
quality is sadly deficient. 

It is, I think, hard for the layman to realise what an enormous 
difference in costs, and therefore in economic effectiveness, there 
may be, according as this quality of hard-headedness is, or is not, 
present. 

You may study the affairs of one concern which, to the 
uninitiated, is highly efficient. You will find that the chart of 
the organisation is logical and clear-cut. There is a fine and well- 
equipped research organisation, staffed by an impressive number 
of men in white coats, of whom a high proportion have had first- 
class academic careers. No decision is taken which affects more 
than one department of the business—and that, of course, means 
every decision of importance—without the matter being properly 
thrashed out by interdepartmental committees. The work of 
the organisation is carefully planned, and full records are 
kept, in figures and in charts, showing the activity of every 
section of the business. Proper market research is employed, 
and on application to the sales department, you will be told what 
is the proper norm of consumption to be expected of the concern’s 
product in every community of the civilised world with population 
above 10,000. In fact, the whole thing is streamlined, up-to-date, 
and—one can hardly doubt it—efficient. 

You will study the affairs of another organisation in the same 
or a similar line of business. Here you will find everything 
different. The sales director hardly knows the meaning of the 
words “‘ market research.” Here, while some of the producing 
plant is thoroughly modern, you will see other machines at work 
which have long outlived the life allotted them by the Wear and 
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Tear Allowances of the Inland Revenue. Technical research is 
carried out, not by white-coated gentlemen in the surrounding 
glazed tiles, but a few scrubby-looking—and probably underpaid— 
men in rather inconvenient surroundings, and making a generous 
use of string and sealing-wax in their experiments. 

At the end of it all you will quite likely find that the squalid, 
unpretentious concern is producing a product as good as, or even 
better than, that of the streamlined modern concern, and selling 
it at a price 10% or 15% below that charged by the other. You 
may find that the out-of-date concern is operating at a rate of 
profit which is indecently high in relation to its turnover, and a 
rate which is even more excessive in relation to its capital. The 
streamlined concern, on the other hand, is content with extremely 
modest profits. It is complacent in the assurance that it is 
providing real service to the community, and a secure and 
dignified position for its staff and employees. There is, of course, 
no question as to which concern is making the greater contribution 
to economic welfare. 

With the growth in the size of units which technical conditions 
have brought about, it is only too easy for the streamline pattern 
to become the prevailing pattern of industry. It has certainly 
become altogether too prevalent in British industry. It is of the 
utmost importance to economic welfare that all those concerned 
should realise how much of economic waste can take place under 
an appearance of efficiency—and how much of real economic 
efficiency there can be in a concern which, to superficial judgment, 
appears to lack the attributes of business efficiency. This is 
not to say, of course, that every concern which lacks streamline 
characteristics is efficient, nor that every concern which one enters 
through marble halls is inefficient. The point is that without some 
objective test of economic efficiency, it is extraordinarily difficult 
to tell which concern is economic and which is not. 

In primitive economic communities, the economic organisation 
poses no such problems. The test of the market place was speedy, 
decisive, and usually just. 

In circumstances of modern industry, the good old tests of 
survival of the fittest are very slow to operate. With the growth 
of cartels, the dangers become greater. In any price-fixing 
association, the natural tendency is always towards higher prices. 
The member which, in growing large, has grown extravagant 
and top heavy in its organisation, will press for higher prices, 
with faith—often quite genuine—in their justification; and the 
member who presses for lower prices will seldom find that he really 
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has his heart in it—why should he refuse to make fat profits ? 
One knows of cases where a large part of the industry is cartelised, 
where the large concerns make a very modest profit in relation 
to turnover—and yet concerns outside the cartel, too small to 
achieve the maximum technical economies, are able to undersell 
the members handsomely, and earn, at the same time, a much 
higher net profit in relation to turnover. The discrepancy is 
accounted for by excessive overhead costs which no Government 
costing officer would think of regarding as unreasonable. The 
leaders of the cartel will proclaim that they have achieved a really 
healthy spirit of co-operation in the industry while maintaining 
the virtues of competition. The competition will, of course, 
not be of the sordid type of competition in price; it will be a far 
finer and more dignified competition of quality. 

I believe that in what I have set out above I have referred to 
the main problem in industrial and commercial efficiency which 
concerns those who are interested in the subjects indicated by the 
titles of the two books under review. To one reader of them, at all 
events, it was disappointing to find that these essential matters 
are hardly touched on in either of them. Within their limits, 
however, they both give much valuable and useful information. 

Management in Russian Industry and Agriculture gives an 
interesting and intelligent picture of the progressive development 
of the techniques of organisation. It shows clearly how under the 
influence of the various forces—of which the principal are the 
Communist Party and the various responsible executives—various 
types of organisation had evolved. Through it all there is 
obviously a general tendency towards two ends—to the greatest 
possible measure of personal responsibility, and to financial account- 
ing as the criterion of efficiency. In many respects both these 
tendencies can be expected to continue. The three major points 
of difference between the sort of economic system that has thus 
evolved, and that to which we in this country are used, are these :— 

First, there is lacking the price test as the measure of de- 
sirability of the ultimate consumers’ goods which are the end- 
product of most economic activity. In a community where 
stringency and shortage prevail this is not so inappropriate as it 
would be in a community where a greater proportion of the simpler 
wants of mankind are easily provided for—as we here realise after 
six years of war. It will be interesting to see whether, in the 
increasing economic well-being which lies ahead of the U.S.S.R., 
the price mechanism is allowed to function as a measure of 
relative desires of the ultimate consumer. 
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Second, the responsibility for ultimate control which, here, 
in theory rests with the shareholder, is absent. Of course, in a 
large part of British Industry companies are so large that any 
effective control by the votes of the shareholders is quite illusory, 
so long as major economic disaster is avoided, and the directors 
function as a self-perpetuating body, perewpos. In U.S.S.R. 
instead there is, of course, responsibility up a chain of the industrial 
hierarchy, through the Glavks, Trusts, Narkomats, and Com- 
missars, to the Council of People’s Commissars. 

To the responsible executive of any plant, his masters are 
obviously by no means so complacent as are those to whom the 
ordinary British Board of Directors have to answer. 

One would need to have lived and worked in this environment 
before one could tell how they affect economic efficiency. It is 
tolerably certain that the life of a responsible official therein would 
be a hard and exacting one, with little respite for the inefficient 
or the soft. Yet undoubtedly it has worked with great effective- 
ness. The great volume of armaments, some very good, some 
moderate, some poor, which Russia has produced in this war is 
evidence of a really gigantic achievement in the short space of time 
which has elapsed since the chaos of 1917. Much of the credit 
undoubtedly belongs to the effectiveness of the élan which per- 
meates the country, the compelling sense of struggling for an 
inspiring end; much to the high average level of natural intel- 
lectual ability and moral and physical toughness with which the 
Russians seem to have been endowed. But the system has 
certainly been far from inefficient on the whole, whatever the 
price in sacrifice, from top to bottom, of those human satisfactions 
to which we here are accustomed. 

The book seems to suffer less than one would have expected 
from its authors’ remoteness from the field of their study. They 
left Russia in 1922, and no doubt much that they have said would 
have been different if their reading of Soviet publications had been 
supplemented by those “ personal reconnaissances”’ which, in 
peace as in war, are indispensable to a just appreciation of any 
situation. 

Business Leadership in the Large Corporations gives a large 
part of the tangible facts about the upper layers of the business 
hierarchy of the United States. It gives much valuable and useful 
information about the relations between the executives of large 
Corporations and the outside world. 

But the more important part of the work of an executive is 
not so much in relation to the outside world, but in relation to his 
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own concern as a living, productive, organic entity; and on this 
side of things Mr. Gordon is far less satisfying. He does, it is true, 
make some explory of these internal relationships; he gives 
information as to the nature of problems dealt with by presidents, 
vice-presidents, and so on. It is, indeed, hard to see how this— 
which, it is suggested, is the more important part of the analysis 
of business leadership—could have been better done; but one 
reader, at all events, had hoped from the title for something which 
he did not get. 

The whole art and science of business leadership and the 
work of an executive lacks its Freud, its Newton, its Galileo, 
its Marshall. For the reader who wants something that bears the 
same relation to these two books under review as, shall we say, 
Wavell’s Romanes lecture bears to the works of one of the lesser 
tactical theoreticians, there is available, for the Transatlantic 
work, Lewis Ord’s Secrets of Industry, or for the Russian, some 
of the speeches of Stalin, Kaganovich, and others to the Annual 
Congresses of the Communist Party. But the writer who will 
put the studies of this subject on a really solid, scientific basis has 


yet to be discovered. 
G. WANSBROUGH 
London. 


Methodology of the Social Sciences. By FrEtix KaAvFMANN. 
(New York: Oxford University Press. 1944. Pp. 272. 
$3.50.) 


The History of Economics in its Relation to Social Development. 
By W. Starx. The International Library of Sociology and 
Social Reconstruction. Editor: Karl Mannheim. (London: 
Kegan Paul, Trench, Trubner & Co. 1944. Pp. viii + 80. 
7s. 6d.) 


More than half of Professor Kaufmann’s book is devoted to the 
general theory of knowledge, under such chapter headings as 
“ Knowledge and Reality,” “‘ Language and Meaning,” “‘ Physical 
Laws and Causality,” ‘‘ Truth and Probability,” ‘‘ Life and Mind ” ; 
this leaves him with less than 100 pages for the special problems 
of the social sciences, and no room to get down to methodology 
proper. The subject is vast and the book is short; but it cannot 
properly be described as a “ text-book,” if by this is meant an 
elementary and impartial guide for the beginner. Professor 
Kaufmann does not merely expound the most widely held views 
on these difficult problems, but submits his own answers to the 
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most controversial questions, inevitably in a terse and dogmatic 
way with the minimum of supporting argument. The student 
will not be able to accept the author’s verdicts on such slender 
evidence, but will be sufficiently impressed by the cogency of his 
reasoning to feel that they deserve serious consideration. A re- 
viewer who attempted to deal with all the debatable points raised 
would find that he was writing a parallel treatise on epistemology. 

The general character of Professor Kaufmann’s approach can 
best be described by saying that he stresses the common elements 
in pre-scientific and scientific thought, and in the-natural and the 
social sciences, while he insists on a sharp distinction being made 
between different kinds of laws and propositions. He is led to the 
first of these two positions by three main arguments. First, he 
rejects the idea that meanings can be directly given by ex- 
perience, while holding that “ protocol propositions ”’ (observation) 
“possess a certain primacy over theories”’ in the procedure 
of empirical science. Secondly, he maintains that quantitative 
methods cannot completely eliminate the subjective elements 
of sense experience. Thirdly, he argues that the propositions 
of empirical science can never be regarded as final truth, but are 
always liable to revision—.e., subject to “‘ permanent control ” : 
“ no decision is irreversible; no proposition that has been accepted 
is exempt from the possibility of elimination at a later stage of 
enquiry.” 

Under the second heading, types of proposition, Professor 
Kaufmann distinguishes between analytic propositions, synthetic 
(empirical) propositions, and rules of procedure. The first are 
reached by pure deductive logic, are concerned only with relations 
between meanings and not with the real world of experience, 
and are not subject to “ permanent control.’’ Synthetic pro- 
positions may be singular or universal, and universal synthetic 
propositions may be unrestricted or restricted. A universal 
synthetic proposition is restricted if, for example, it refers only to 
human society. Synthetic propositions relate to the real world, 
and universal synthetic propositions are invalidated by a single 
negative instance. Propositions which are not thus invalidated 
are theoretical laws or rules of procedure. They provide the 
criteria for ““ warranted predictions,” and a prediction may remain 
“ warranted ’—i.e., “correct’”’ in terms of accepted rules of 
procedure—even if it is unfulfilled. Into this class fall laws con- 
cerning tendencies, ideal types, and probability (in terms of 
frequency). The corpus of a science is changed by decisions 
to accept or expel propositions which are made in accordance 
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with the procedural rules, and procedural rules of the first order 
may be changed by decisions which are correct in terms of pro- 
cedural rules of higher order. Discrimination between correct 
and incorrect scientific decisions can be based only on procedural 
rules, and there is no ultimate authority behind these rules to which 
appeal can be made. 

This distinction between synthetic propositions and procedural 
rules is, perhaps, the main theme of the book, and in certain 
contexts it is valuable as a means to removing confusions of 
thought. But its precise application leads to difficulties which 
are not fully resolved. These arise particularly when one con- 
siders the effects of restricting universal propositions. Professor 
Kaufmann argues, for example, that a ceteris paribus clause may 
be introduced into a synthetic proposition if the cetera are precisely 
enumerated, but, if they are partly undetermined, the proposition 
becomes a procedural law. Or a proposition may refer only to 
a precisely defined situation—e.g., a vacuum in physics or perfect 
competition in economics. In discussing the latter, Professor 
Kaufmann argues that, if the propositions are not logically implied 
in the definition of ‘‘ perfect competition,” they could be synthetic, 
but, since economists do not regard them as falsifiable by one 
negative instance, they are not synthetic, but are rules of pro- 
cedure. Possibly, but is all this very helpful? The test of 
the negative instance can be applied to propositions about a 
vacuum, because the scientist can create a vacuum; the result, 
we are told, is a synthetic proposition. The test cannot be applied 
to a proposition about an “ ideal ” situation conceived and analysed 
by the social scientist; he only achieves a rule of procedure. 
But what is the practical significance of this distinction when 


‘we pass to the next step and use these laws or propositions, in 


combination, as instruments in the search for more general 
propositions upon which to base warranted predictions about the 
real world or the world outside the laboratory? This question 
leads to others about the réle of experiment in the natural and 
social sciences, a topic which Professor Kaufmann dismisses 
in a single short paragraph. In general, the social scientist is 
likely to be disappointed in a book whose final message to him 


‘is that he should obey the accepted procedural rules of his 


science, and that, if he does, his decisions will be scientifically 
“correct ” in the only sense in which that word can properly be 
used. The title of the book might well have led him to look for 
some positive guidance about the procedural rules themselves, 


and this he will not find. 
No. 220—voL. Lv. EE 
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But the inclination to conclude that “‘ methodology ” of this 
kind is of interest only to methodologists is checked when one turns 
to Dr. Stark’s book on The History of Economics. One need only 
read the first page to realise that he is bound to come to grief owing 
to the confusion in his mind on issues of methodology. Dr. 
Stark writes : 


‘* There are, in the last analysis, two ways of looking upon the history 
of economic thought: the one is to regard it as a steady progression from 
error to truth, or at least from dim and partial vision to clear and compre- 
hensive perception; the other is to interpret every single theory put forward 
in the past as a faithful expression and reflection of contemporary conditions, 
and thus to understand it in its historical causation and meaning. It is 
obvious that between these two antagonistic conceptions no compromise is 
possible. If one is right, the other must be wrong.’’ 


One notices, first, the question-begging insertion of the adjectives 
“ steady ” and “‘ faithful.’”” One may believe in progress without 
assuming uninterrupted progress, and one may give weight to 
historical influences without assuming that the theories they 
produce or mould always provide an accurate expression of con- 
temporary conditions. But here the critic is hampered by 
doubts as to what Dr. Stark means by “ faithful expression.” 
He might be referring to what Professor Kaufmann calls “ the 
influence of the social process (or of extra-theoretical factors) 
on scientific thinking,”’ but in fact he does not pursue this theme, 
although it intrudes itself from time to time. What he sets out 
to show, particularly in the earlier part of his essay, is that the 
economic theories of the past—e.g., of Mercantilists and Physio- 
crats—accurately described the economic systems operating at 
the time. The fact that he does not succeed in proving his 
case is less important than the inference he seems to draw that 
modern economic theory can be true only of modern economic 
society. He is guilty of the offence to which Professor Kaufmann 
frequently draws attention, of confusing the genesis of a theory 
with its validity. Granted, for the sake of argument, that the 
economic theories of to-day could only arise in the society of to- 
day, it does not follow that they can be true only of that society. 

Although Dr. Stark writes primarily about historical causation, 
his essay includes such sentences as: ‘‘ Nothing human endures 
for ever; economics is a science of society and must change 
with the changes thereof ”’; and, ‘‘ There is a growing understand- 
ing of the essential relativity of all social and economic doctrines.” 
This raises a different problem, but it is not clearly stated. It is 
not necessary to hold, either that all economic theories are 
eternally true or that all are equally relative. Certainly all social 
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theories are relative to society, otherwise they would not be social. 
But some theories are further restricted, and the problem is to 
attribute the correct degree of restriction to each. Dr. Stark 
goes wrong in his opening paragraph (quoted above), where he 
implies that “every single theory” must have the same degree 
of generality or restriction. The view that Dr. Stark attacks 
is really that modern economists have propounded theories of a 
higher degree of generality than those of their predecessors, and 
that they have shown that earlier theories did not possess the 
degree of generality claimed for them by their authors. But in 
fact many of his arguments support this view. What he demon- 
strates is that economists have been limited by the data available 
to them; an economist in the pre-capitalist age could not analyse 
capitalist society. But he forgets to point out that the modern 
economist is not confined to contemporary data, but can analyse 
the past as well as the present and formulate theories which cover 
both, and are therefore likely to be less restricted than earlier 
theories. He also shows how each school of thought builds on its 
predecessors and how economic science is influenced by develop- 
ments in all other sciences. And continuous self-criticism within 
a science, aided by interchange of ideas with other sciences, is at 
least likely to produce a refinement of scientific method. If, 
then, the modern economist, as compared with his predecessors, 
has a larger body of data to work on and more and better tools 
to work with, there are some grounds for expecting to find progress 
‘from dim and partial vision to (or at least towards) clear and 
comprehensive perception.” 


T. H. MarRsHALL 
London School of Economics. 


Demographic Studies of Selected Areas of Rapid Growth. Pro- 
ceedings of. the Round Table on Population Problems. 
Twenty-Second Annual Conference of the Milbank Memorial 
Fund. (New York: Milbank Memorial Fund, 1944. Pp. 
158. $1.) 


RECENT years have seen an increasing emphasis in demo- 
graphic research upon the decline of fertility in the Western 
world artd its probable consequences. There has, as a result, 
been some tendency to forget that large segments of the world 
continue to live under the constant pressure of numbers. The 
collected papers of the Milbank Memorial Fund Conference supply 
a wholesome corrective. 
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Of the seven papers presented, five analyse the position in 
specific areas—namely, in Japan, India, the Near East and Egypt 
(two papers)—while the remaining papers deal with more general 
problems of standards of living and population pressure. Perhaps 
the most interesting paper is that on Japan by Taeuber and Beal. 
This paper is the result of collaboration between a demographer 
and an Orientalist, and makes use of Japanese material on a larger 

scale than has previously been reported in any English publication, 

with the exception of Ishii’s study: Population Pressure and 
Economic Life in Japan, published in 1937. The paper shows 
that, by comparison with the Western world, Japan is still 
experiencing an early stage of the impact of industrialism on vital 
trends. Total population growth has been rapid, with an increase 
of 31% between 1920 and 1940, primarily concentrated in urban 
areas. Cities with 100,000 or more inhabitants contained only 
12% of the total population in 1920, but 29% in 1940. Mortality 
declined substantially, the expectation of life at birth for females 
rising from 43-2 years in 1921-25 to 49-6 years in 1935-36. The 
fall in fertility has also been marked—the Gross Reproduction 
Rate for the country as a whole was 2-0 for the country in 1938, 
as compared with 2-5 in 1925. But this fall has, to a large extent, 
been counterbalanced by the fall in mortality, so that the Net 
Reproduction Rate fell only from about 1-7 to about 1-6 between 
1920 and 1935, remaining almost stationary in the urban areas 
and actually increasing in the rural areas. Between 1935 and 
1938 there was, however, a significant fall in both urban and rural 
areas. The decline in fertility itself has been primarily in the 
urban areas, and only in the larger cities can it be definitely 
associated with any increase in birth control. In other areas 
where decline in fertility has taken place it appears to be linked 
with a reduction in, or postponement of, marriage. Thus the 
situation in Japan is somewhat similar to that which obtained 
in England and Wales in the period between 1870 and 1900. 
And on the eve of the present war Japan was still exhibiting a 
marked capacity for further population growth. It was unlikely 
that mores would change quickly enough to bring down, in any 
short space of time, fertility rates to levels comparable with those 
of Western countries. 

India and Egypt are still farther removed from the Western 
position. Kingsley Davis’s paper on India gives estimated 
death rates which show little significant downward trend until 
after 1921, and a relatively marked fall between 1921 and 1941, 
while the estimated birth rates computed by Davis show scarcely 
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any trend at all. Moreover, the cultural miliew is such that 
any significant decline in mortality in the future (the expectation 
of life at birth in 1931-41 was only about 32 years) would not by 
any means be followed in a short run by a corresponding decline 
in fertility, so that the population of India contains a great 
potential for further growth. The estimates given in Kiser’s 
study of Egypt suggest a similar position there, though there is 
some evidence of a decline of about 15% in fertility since the early 
part of the twentieth century. But in spite of this decline, Kiser 
estimates the Net Reproduction Rate for Egypt in 1937 (with an 
expectation of life at birth for females of only about 31-5 years 
in 1927-37) at about 1-44, and even the cities of Cairo and 
Alexandria had net rates of about 1-39. It should be remembered 
that, cf course, the census and vital statistics of India and Egypt 
leave much to be desired, and both Davis and Kiser have shown 
great skill in their attempts to extract rates and trends from the 
available material. 

Such potential rates of growth in areas already densely peopled 
suggest the urgent need for a programme in which a major aim 
would be the reduction of fertility. Emigration by itself would 
not solve the problem, though its capacity to help in a solution 
(provided that the potential receiving countries could be induced 
to accept such emigrants) should not be under-estimated. So 
far as the reduction of fertility is concerned, Japan, of all the 
countries dealt with, would probably offer the least difficulty. 
But in many of the other countries of population pressure—as is 
indicated by the authors named above, as well as in the papers 
contributed to the Conference by Cleland and Notestein—the 
acceptance by the populations of lower levels of fertility would 
imply a marked break with traditional social and familial doctrines. 
The spreading of the doctrine of controlled fertility cannot be 
achieved simply by birth-control propaganda. All the con- 
tributors to the Conference make it clear that the success of any 
birth-control policy must depend on initiating at the same time 
programmes of industrialisation, rationalisation of agriculture, 
the development of more effective public health services, and the 
provision of universal education. Yet, as Notestein very 
relevantly points out in discussing the chances of success of such 
policies, fertility may well not respond to control in a substantial 
way before the actual numbers of the populations concerned have 
grown very considerably. That is, catastrophes apart, the 
Eastern world might markedly increase in numbers before its 
fertility fell to the point at which further growth would be 
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checked. At the same time, the initiation of such policies will 
produce the somewhat curious spectacle of the Occident urging 
upon the densely peopled areas that Westernisation whose 
repercussions, in terms of lower fertility, is now deplored in the 
Western World itself. 

London. D. V. Guass 


Food For the World. Edited by TuroporE W. Scuvtrz. 
(Chicago: University Press. Cambridge: University Press. 
1945. Pp. xi + 353. 22s. 6d.) 


Tue Harris Foundation Lectures of 1944 were delivered at 
. Chicago. ‘‘ Each essay was conceived as an integral and necessary 
part of bringing together the contributions of research in nutrition, 
agricultural economics, population, and international relations. 
Fortunately the leading authorities in each of the four fields 
were willing to give their time and energy to preparing a series of 
major essays to focus the issues and thus lay the basis for a new 
synthesis. Each essay was thus presented to a mixed panel of 
participants, whose observations have been made a part of this 
study.” 

Predicting the course of agricultural development is notoriously 
difficult, less because of any shortcoming on the part of agri- 
cultural economists ‘than on account of the numerous political 
and other irrationalities which in part determine the pattern 
of production and the channels of trade. The statistical technique 
of handling population problems is well developed, but statistics 
on which to work, particularly for the more interesting countries, 
are hard to come by. We can only surmise why net reproduction 
rates, when they can be constructed, are what they are, and why 
they change. International relations at any given time hardly 
provide a basis from which to predict their future for any period 
of economic significance, mainly because they are themselves 
resultants of major political and economic forces. And one 
economist at least has learned from this book to mistrust, in a 
field admittedly strange to him, all ex cathedra pronouncements 
on nutrition, especially if they proceed from commercially interested 
sources. 

It follows that the synthesis of which the editor speaks is 
incomplete and without clear form: seen, of necessity, through 
a hedge of qualifications, its shape differs according to the assump- 
tions upon which the spectator climbs to obtain a clearer view. 
But it does not follow that the time either of the contributors or 
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of the editor could have been better spent: it is by attempts, 
such as this, to grapple with problems which are at once vital 
and difficult that the exponents of the social sciences justify 
their relatively secure and pleasant lives in a disordered world. 

The essays on the population problem are clearly written 
and stimulating, bringing out in strong relief the difficulties 
presented by the rapid and continuing growth of population 
in just those Asiatic countries where the production of food 
is expanding most slowly. At the same time the trend of popula- 
tion is in the opposite direction in the areas of improving agri- 
cultural efficiency. These facts are known, albeit better known 
than remembered : they are indeed but one aspect of the general 
problem of the economic relations between progressive and 
backward areas, but they have seldom, in the reviewer’s experience, 
been more neatly formulated. The problems of disposing of a 
possible American agricultural surplus, estimates of its probable 
size and of the probability of state assistance for the farmer 
taking each of a series of forms, are adequately discussed, and 
although the field of reference is almost exclusively American, 
much is stated which is strictly relevant to the conditions of Great 
Britain. Another group of subjects of which the treatment is 
adequate, and the subsequent discussion in particular illuminating, 
comprises those relating to international commodity agreements 
and, more particularly, to the internal machinery which they might 
require if they were to be operated to greater social advantage 
than in the past. 

Finally, in the last two essays to be presented, Professors 
Schultz and Brandt make courageous attempts to synthesise the 
discussion, the width of range of which it is impossible to indicate 
in a review of this length. The former presents a sober and well- 
balanced picture of the difficulties which the post-war food 
situation will present, and which are already showing signs of 
justifying his prognostications. The latter, more optimistically, 
considers the extent to which international goodwill and organisa- 
tion can either modify the factors’ upon which Professor Schultz 
bases his opinions, or can offset their force and mitigate their 
consequences. In the ultimate analysis the problems which 
emerge are political: not a new Ricardo (or Marx) is the need 
of the day, but a new Peel (or Lenin). 

One feature of this book which greatly increases its value 
is the record, at the end of each section, of the opinions of the 
carefully selected expert audiences to whom each of the essays 
was addressed : when each written contribution was the work of a 
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specialist, those records restore the balance, and in addition 
remind the reader in a most salutary manner of the many facets 
of the subject. When so much has been proved to depend upon 
the ability and goodwill of the administrator, however, it is sad to 
reflect upon the loss which this country and the world suffered 
from the tragic death of Mr. E. Twentyman, of the British Food 
Mission, whose voice is here heard for the last time. 
HENRY SMITH 
Ruskin College, 
Ozford. 


Rebuilding Britain—A Twenty-Year Plan. By E. D. Stony. 
(London: Victor Gollancz. 1945. Pp. 256. 6s.) 


THE economist has not on the whole participated much in 
“ physical’ planning. Sir Ernest Simon himself notes (p. 219) 
that a remarkable feature of the planning reports which are being 
issued by local authorities is that most of them are prepared by 
planners on lines of what they would like to see built, without 
any regard whatever to finance. Yet if economics is taken to 
deal fundamentally with the balancing of costs and satisfactions, 
it enters into almost every branch of this planning. There are 
satisfactions and costs—monetary, “real,” or social—to be 
assigned both to the status quo and to the plans put forward as 
alternatives. 

Under two main headings of Building and Housing, Sir Ernest _ 
discusses most usefully the standards that should satisfy housing 
needs and also the prevailing costs of materials, labour and 
finished houses, as against their alternative cost under systems of 
mass-production and prefabrication. It is the economics of 
Planning, his third main heading, that probably needs elucidation 
most. The planning of the location of industry (especially of 
specific industries) is an obvious job for the economist, and omission 
to consult, him here has led to much confusion of thought in 
published plans. The differential costs involved in one site for a 
factory rather than another arise from differences in the supply 
of labour, skill and knowledge obtainable locally, and from 
differences in cost of transport of materials, products and labour. 
These costs are measurable not only in money (e.g., freights and 
season tickets), but also in time spent and road accidents, and de- 
pend on physical plans to avoid congestion, mixture of traffics 
and long distances between home and workplaces. The factors 
involved are discussed admirably in the chapters (X XIV—X XVII) 
on Roads, the Size of Towns, the Location of Industry and the 














ion 
ets 
yon 


red 
0d 


ON. 


in 
19) 
ing 
by 
out 
| to 
ons, 
are 
be 
l as 


1est 
sing 
and 
s of 

of 
bion 
r of 
sion 
5 in 
or a 
yply 
rom 
our. 
and 


ffics 
tors 
/TI) 








1945] SIMON : REBUILDING BRITAIN—A TWENTY-YEAR PLAN 425 


Neighbourhood Unit. The greater distances travelled daily from 
and to homes is the most marked modern trend. Here the policy 
of low-density “‘ cottage and garden”’ housing is mainly responsible, 
and may require revision with the economist’s help. Lowest 
urban density is not necessarily optimum density, and Sir Ernest 
provides most useful statistical information, British and foreign, 
for the “replanner” who keeps all the economic and social 
costs of this decentralisation in mind. 

Replanning of various types, besides industrial location, 
avoids many social costs and brings many new satisfactions. 
Both are measurable, e.g., in comparative statistics of health, 
crime or accessible services and facilities for recreation; but Sir 
Ernest does not attempt to hide the financial cost to the local 
authority and/or the nation. He concludes :— 


“* If redevelopment on anything even approaching the scale and standard 
of the plans that are now being put forward is to be carried through, there 
will not only be a heavy burden on the rates, but to render the work practicable 
at all very much larger subsidies from the national exchequer will be 
necessary ”’ (p. 220). 

At every turn the economist must admit that the actual 
implementation of new low-cost, high-satisfaction plans is hedged 
about in a democracy by political and social factors. Two 
examples are the size of towns and the segregation of leaders. 
Here Sir Ernest, too, can be quoted as a man of experience :— 


‘* the largest cities can pay the highest salaries and so secure the best officials 
(but) it is exceedingly difficult to interest the citizen of the large city in civic 
affairs or to make him feel responsibility ’’ (p. 179). 

** the successful Manchester man tends more and more to live in some place 
set apart for the well-to-do. . . . Those who live in such places, though they 
continue their business activities in Manchester, too often lose all sense of 
public responsibility as Manchester citizens ”’ (p. 210). 


In his concluding chapter (p. 225) the author claims that he 
has tried “ not to paint a Utopia, but to consider.as a practical 
proposal by what methods and how quickly we can get every 
family into a good house in well-planned surroundings without 
imposing on it too heavy a financial burden.” His attempt has 
certainly succeeded. Sir Ernest has not confined himself to 
enunciating principles, but is thoroughly alive to the circum- 
stances at the time of writing in the summer of 1944. 

** The Government is still taking a suspicious attitude to local authorities. 

In general, the Government grudgingly allows local authorities to do whatever 

cannot be done by private enterprise, and occasionally to do things which 

private enterprise can do but only when it can be proved that private enter- 


prise refuses to do it. Any more certain way of discouraging the initiative 
and enthusiasm of local authorities would be hard to imagine ”’ (p. 223). 


In short, Rebuilding Britain—a Twenty-Year Plan is an ad- 
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mirable guide to the background and the foreground of the 
action we assume is about to take place. 
P. SARGANT FLORENCE 
University, 
Birmingham. 


Le progrés technique en France depuis 100 ans. By.L. A. VINCENT 
and R. Froment. Institute de Conjoncture, Etude speciale, 
no. 3. (Paris, 1944. Pp. xv + 128.) 

Comparaison du pouvoir d’achat des ouvriers en divers pays de 1914 
21938. ByJ.LEHouLiER. (Bulletin dela Statistique Générale 
de la France, Etude speciale. Paris: June—Sept. 1944.) 


In the last weeks of the German occupation, the Institute de 
Conjoncture, which was established in 1941, produced a study of 
technical progress in France during the last hundred years before 
. the war. Though French statistical data are more deficient than 
our own, this study succeeds in bringing together data from various 
sources on this subject. 

Four methods are used to estimate changes in productivity 
per man-hour : first, changes in productivity in selected industries 
are measured, and averaged; second, an index of production for 
the economy as a whole is compiled; third, national income 
estimates are expressed in real terms; and fourth, the course of 
hourly real wages is measured. 

Productivity in selected industries is worked out in great 
detail. Fourteen industries are taken, including agriculture. 
The results show annual increases in productivity per man-hour 
ranging between 1% and 3%. The results for some industries 
cannot be accepted as being reliable. Several objections can be 
found : in some cases the series are too short, and start in the 
abnormal post-1918 years; in other cases the statistical gap 
created during 1914-19 seems difficult to surmount; and again in 
some cases the trend was not uniform throughout the period. 
The more serious objections are that only industries producing fairly 
homogeneous products were considered, and no new industries 
(e.g., motor-cars) were taken into account. Changes in quality 
were also ignored (e.g., in railway travel), and in some cases (e.g., 
textiles) raw-material consumption was used as the index of 
output. The factors mentioned, and some formulas used (against 
which there are theoretical objections), suggest that on the whole 
productivity has been under-estimated rather than over-estimated. 

The average increase in productivity in these selected industries 
agrees with the figure obtained by the direct method, which aims 
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at the evaluation of an index of production for all final goods 
and services. An index is estimated, using the chain method, 
for each fifth year from 1896 to 1936 (except 1916), coinciding 
with censuses of population. Production rose by an average 
annual 1-2°% over the period. While total employment remained 
on balance unchanged, working hours fell by an average annual 
0°5°%. Weekly hours fell from 64} in 1896, and 60 in 1906, to 
474 in 1921 and 45} in 1931-8. Hourly productivity therefore 
rose by an annual 1-8%. This figure, however, was diminished 
to 1-5% by introducing a formula to correct for exports and im- 
ports of producers’ goods; but, instead of deducting imports of 
producers’ goods from the value of final goods produced, these 
are regarded as a factor of production. The correct formula 
would leave the figure of 1-8% virtually unchanged. 

It again seems that the trend in productivity was under- 
estimated rather than over-estimated. No allowance was made 
for changes in quality; it was assumed that there was no change 
in the productivity of services; and the services rendered by the 
Forces and Government administration, absorbing an increasing 
proportion of the population, were ignored. The rise in industrial 
productivity was somewhat higher than in agriculture; the 
productivity in commerce rose chiefly because a reduction in 
hours left total output almost unaffected. 

It is evident that there was an abnormal fall in production 
after the last war, but by 1926 both the war-time deficiency and 
normal progress were made good. In some industries the recovery 
was slow; in coal-mining, for instance, the pre-1914 level of 
productivity was again reached in the early 1920’s, but the pre- 
1914 trend was not caught up until after 1930. 

The method of real national income gives an average annual 
rise of 1-5°%. Unfortunately the effects of changes in the terms 
of trade are not eliminated, and therefore comparisons with the 
above figures are difficult. But it is evident that France’s terms 
of trade greatly improved after the last war, so that real income 
per working hour was higher in 1921 than in 1913, in spite of the 
drop in productivity. 

Whichever method is taken (the direct method is probably 
the most reliable), there seems to be no justification for Colin 
Clark’s contention, that ‘“‘ there appears to have been an almost 
complete cessation of economic growth since the beginning of the 
present century.” 2 On the basis of the present figures the 

1 An annual rise in productivity of 1%, 14%, 14%, 12%, and 2% doubles 


productivity in 70, 56, 47, 40, and 35 years, respectively. 
2 C. Clark, Conditions of Economic Progress, p. 148. 
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increase in productivity in France was about the same as in 
Britain (but less than in the U.S. where output per man in- 
creased in a hundred years about as much as output per 
man-hour in France). While British working hours remained 
stationary since the last war, there was a gradual fall in France; 
on the other hand, non-agricultural unemployment averaged 
only 4% in France during 1925-34, but 12}% in Britain. No 
estimates were given, however, for the period immediately pre- 
ceding this war, when there was a sharp recession in France. 

The last method, the course of hourly real wages, can be used 
with caution only to indicate the trend in productivity; the 
series seem to be consistent with the previous calculations indicat- 
ing a trend, over the last fifty years, of above an annual 1-5%. 
The series of hourly real wages starts in 1810. There was very 
little progress in the first half of the nineteenth century, when 
the level of hourly real wages was about one-third of that of the 
1930’s. The rise up to 1880 was moderate; since then a strong, 
and almost continuous, rise was noticeable. It also seems that 
the rise in hourly real wages between 1914 and 1920 compensated 
for the considerable cut in hours. In the last forty to forty-five 
years (to 1936) hourly real wages doubled. 

In this connection, it is interesting to read a more recent study 
of the course of real wages in France, the U.S., Great Britain, 
Germany, Italy, and Sweden, during 1914-38, which appeared 
in the Bulletin de la Statistique Générale de la France. The course 
of weekly real wages is calculated for each country as the ratio of 
a wage index and a cost-of-living index. For France (writing 
100 for 1914, in each case) a low-point of 75 was reached in 1917. 
The 1914 level was surpassed in 1922, and real wages rose to 120 
in 1936, but declined to 113 in 1938. Fluctuations in the U.S. 
were greater, but the index reached 136 by 1938. In Britain 
the rise was from 113 in 1919 to 130 in 1931, falling to 126 in 
1938. German real wages were, for most of the time, below 100, 
reaching 103 in 1938. The index for Italy was invariably below 
100, being 89 in 1938. But real wages in Sweden have shown a 
rapid rise of 50° over the period. 

The most interesting part of the calculations compares real 
wages in France with those of other countries, based on a com- 
parison of international purchasing power in 1929 made by the 
I.L.0. at the request of the Ford Motor Co., and brought up to 
1938. The wage figures are made comparable by taking into 
account males only, and certain major industries common to all 
countries (which cover most of the workers). 











; in 

in- 
per 
ned 
1Ce ; 
ged 
No 
pre- 


ised 
the 
cat- 
 * 
rery 
hen 
the 
ong, 
that 
uted 
five 


udy 
ain, 
ured 


io of 
ting 
917. 
120 
U.S. 
tain 
6 in 
100, 
elow 
mm & 


real 


:0m- 
the 
p to 
into 
o all 











1945] BONNE: ECONOMIC DEVELOPMENT OF MIDDLE EAST 429 


Writing 100 for weekly real wages in France, U.S. real wages 
were 202 in 1914; the disparity was higher in the post-war years, 
except in the depression : } 282 in 1926, 173 in 1932, and 234 in 
1938. On the same basis British wages were 152 in 1914, and 
166 in 1938.2 Swedish real wages were almost identical with 
British at both dates. German wages were 109 in 1914 and 116 
in 1926, but fell below French wages since 1932, being 90 in 1938. 
Italian wages fell from 90 in 1914 to 70 in 1938. 

The striking fact brought forward by these figures is that the 
considerable disparities between real wages in France and Britain, 
France and the U.S., and Britain and the U.S.A. were further 
widening during the period. The other striking fact is the actual 
fall in real wages in Fascist countries; German wages fell below 
French, and Italian wages, already the lowest in this selection, 
fell considerably. 

London School of Economics. T. Barna 


The Economic Development of the Middle East. An Outline of 
Planned Reconstruction. By A. Bonn&. (London: Kegan 
Paul, Trench, Trubner & Co., Ltd., 1945. Pp. xii + 164. 
12s. 6d.) 


In spite of the lack of adequate statistical and other factual 
information on the economic and social life of some parts of the 
area surveyed, Dr. Bonné has succeeded in drawing a comprehen- 
sive picture of the Middle East. The countries covered by his 
study are Turkey, Syria and Lebanon, Palestine, Transjordan, 
Iraq, Egypt and Cyprus; Persia and the Arab Peninsula are not 
included. In many instances where the relevant data were not 
directly available, ingenious methods have been used for re- 
placing them by indirect inferences and computations from other 
known facts. In this respect one might question the method of 
taking into account male workers only, when calculating agri- 
cultural productivity. The reasons stated for this assumption, 
however, seem cogent, and the general picture of the agricultural 
position is varied and instructive, while the emphasis put on the 
vast reserves of unused land may well be one of this survey’s most 
valuable contributions to the future planning of development 
in the Middle East. 

1 It must be remembered that exceptionally short hours were worked in the 
U.S. during the depression. 

2 The difference in U.S. and British real wages is much less than in the pro- 


ductivity of manufacturing industries, since differences in the purchasing power 
for food are smaller, while there are no differences for services. 
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In connection with that planning, one might feel that more 
stress ought to have been placed on the absence of good adminis- 
tration and on the stubborn conservatism of these populations 
in their habits and ways of living. This is particularly im- 
portant, since one of the main conditions for the success of planned 
development is rightly assumed to be steadily increasing 
consumption of agricultural produce, as output and incomes 
grow with the progress of planned development. Practical 
experience elsewhere has shown, in the recent past, that agri- 
cultural populations do not, as a rule, use their increased incomes 
for improving their diet, but for buying land, cattle or, in rather 
frequent instances, manufactured goods which cannot be called 
necessities. A workable method remains to be found for inducing 
peasants to give preference to better nutrition. Here, as in so 
many other aspects of planning, success will primarily depend on 
good and resourceful administration. 

Increased and better use of the land available, improved 
communications, education and training of the working population 
for the future tasks in agriculture and industry, better marketing 
and distribution of the national output, improvement of rent and 
interest rates—all essential conditions for any planning—are 
dependent on good administration. Its part in securing and 
operating the financial basis of planning is clearly illustrated by 
the statement that, of the annual requirements of £123 millions 
(for twenty consecutive years), £78 millions a year will have to 
“be raised from their own resources by the countries concerned.” 
This would require complete recasting of their present fiscal 
system and far-reaching changes in the quality of administrative 
staffs throughout the area. 

For providing the balance of £47 millions a year through 
international lending Dr. Bonné sees a possible solution in inter- 
national corporations, but wisely points at the difficulties of de- 
limiting local and international competence. His cautiously 
worded remarks on the fierce nationalism prevailing throughout 
the Middle East are amply borne out by recent experiences in 
Persia and elsewhere. The predominant frame of mind in the 
countries looking forward to receiving foreign capital for their 
development seems to be: ‘‘ Give us the funds, and we will 
finish the job.” This would hardly lead to the international 
cooperation indispensable for financing and operating the ex- 
tensive development schemes planned for the area. On the 
other hand, the fact that the urgent need to provide work and 
better living is clearly realised by growing numbers of people, 
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the substantial sterling balances and local purchasing power 
accumulated in the last few years, and the presence of oil and other 
mineral resources will no doubt help to bring the gigantic task 
of development within the scope of practical possibility. 


N. Momrocuiior 
London. 


Poland Between Two Wars. By FERDYNAND Zweic. (London : 
Secker & Warburg, 1944. Pp. 176. 10s. 6d.) 


ALTHOUGH many of Poland’s economic troubles, and some of 
her achievements, are known to students of European affairs 
between the two wars, Professor F. Zweig’s sober and competent 
record of his country’s economic development during that period 
will be read with interest even by well-informed readers, for it 
throws fresh light on certain, often overlooked, connections 
between the known events and the less familiar environment in 
which they happened. In this respect, the writer’s concise 
references to the political background, both at home and abroad, 
are particularly helpful. 

To knit together the three constituent parts of the Polish 
Republic, so widely different in economic structure, political 
outlook and social pattern, was a task of uncommon difficulty 
for an administration which had to be built up from scratch. 
Its errors and shortcomings are, on the whole, easier to under- 
stand than its achievements, the high cost of which is so frankly 
stated in the chapters on the Second Inflation, on the Industrialisa- 
tion of Central Poland and on the Construction of the Port of 
Gdynia. Permanent scarcity of capital for investment and the 
inadequacy of the credit, structure during practically the whole 
period paved the ‘way for the steady growth of government 
action in economic matters. Poland did not escape bureaucratisa- 
tion, a feature common to all the “ new’”’ countries in Eastern 
and Central Europe after the first world war. Dr. Zweig’s in- 
sistence on the part played by “ Polish Etatism ’’ helps us to under- 
stand and interpret economic and political events of considerable 
importance in that part of Europe. It shows how control of 
production, trade and credit, especially after the depression of 
the-early 1930’s, became an integral part of the mechanism 
of government and one of the major functions of the State. 

That this is a costly, often inefficient and burdensome way of 
conducting a country’s affairs, and that it can be unfair to large 
sections of the community, becomes obvious from examples like 
the interplay between government controls and private monopolies 
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(p. 103), and the effects of industrial protectionism and State 
monopolies on peasants’ real income (pp. 125-127). And yet, 
one cannot help wondering by what alternative method could 
Poland have recovered after the stunning blow of the Great 
Depression, and what other way might be open to post-war Poland 
for dealing with an economic position far worse than anything 


described in Professor Zweig’s book. 
N. MomtTcuiLor 


London. 


Land Tenure in the Colonies. By V. LiversaGe. (Cambridge : 
University Press. 1945. Pp.ix +151. 7s. 6d.) 


Mr. V. LIVERSAGE, agricultural economist in Kenya, has found 
time in what must be a very busy life to write a first-class little 
book. Although he calls it Land Tenure in the Colonies, he has 
not followed the dangerous method of treating questions of land 
tenure and land usage amongst colonial peoples as though they 
were something fundamentally different from those arising in 
more highly articulated economic systems. By following the 
comparative method, which involves the use of material drawn 
from Europe, the United States, India, Australia and China, as 
well as from many different colonial peoples, he has written a book 
which should become indispensable to administrative, legal and 
agricultural officers, working in the Colonial Empire, who have 
constantly to form opinions on land tenure questions without 
much experience of them save in the particular areas where they 
are working or in the United Kingdom. They will find in this 
book clear, brief and reliable accounts of the more important 
different forms of land tenure throughout the world, with some 
commentary upon the economic, social and technical consequences 
of resorting to the different systems. The writer’s particular 
thesis is that there is nothing sacrosanct about any particular 
system of land tenure. Each is, or should be, simply a means 
towards the end of securing good husbandry, coupled with an 
acceptable distribution of the joint product of land, labour and 
capital. To this end, methods of land tenure can and should be 
changed when methods of raising and distributing the produce 
of land change. All this needed saying, and will need saying a 
good many more times, if the policy of Colonial development, 
to which all parties subscribed in the debates in the House of 
Commons on the new Colonial Development and Welfare Act, 
is to be carried out in ways that will promote the well-being of 
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the great proportion of the colonial population which is still, and 
is likely long to remain, dependent on the product of their soils. 
Mr. Liversage is not prepared to accept the view, which seems 
to have dominated past policies, that owner occupation and a 
simple system of freehold are necessarily the most suitable sub- 
stitute for tribal and customary systems that are admittedly 
breaking down and must be replaced. He has too much know- 
ledge of the widespread evils that accompany agricultural in- 
debtedness amongst under-developed peoples to accept un- 
critically a system of tenure which, while appearing to give the 
owner-occupier-producer independence, in practice exposes him 
to grave risks. In this context, his emphasis shifts, and properly 
shifts, from questions of tenure to those relating to agricultural 
indebtedness. Here the analysis might with advantage have been 
more precise. A part of the troubles diagnosed and described 
arise more from fluctuations in the prices of exported colonial 
agricultural produce than from systems of tenure or methods 
of financing agricultural production itself. Problems of market- 
ing, grading, storing and financing up to f.o.b. point have contri- 
buted in the past to burdensome increases of what is commonly 
called “‘ agricultural ” indebtedness, and have tended to confuse 
the issues that have to be faced in dealing with it. No changes 
in systems of land tenure or in supplying capital, needed to in- 
crease the productivity of the farmer working as a farmer on the 
land, will counteract the difficulties that that farmer has to face 
when he has to act as a merchant and dispose of his produce in 
competitive markets without those facilities for reducing or hedging 
his risks which are available to large traders in organised commodity 
markets.. In a number of passages, Mr. Liversage makes it clear 
that he is aware of the part that these merchandising problems 
play in contributing to unhealthy agricultural indebtedness, but 
the two different sets of problem are not sufficiently clearly 
isolated from one another. Had this been done, the writer might 
have found, in the canonist doctrines of usury, principles, worked 
out under conditions in Europe not unlike those with which he has 
to contend in Africa, which would have been helpful to him in 
discussing such. matters as borrowing .to meet sumptuary and 
luxury expenditures or to undertake social and ritual obligations. 
The reforms introduced so successfully in Cyprus in 1941 when 
Mr. B. J. Surridge was Financial Secretary have shown how an 
intractable debt situation can be made tolerable, and how a regime 
of controlled agricultural borrowing, based mainly on the lucrum 
cessans principle, can be introduced. 
No. 220—VOL. Lv. FF 
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This, however, is to discuss solutions, and Mr. Liversage 
has been at pains to avoid solutions. He pleads for an open 
mind and for further and informed study of the problems of 
land tenure. The moderation with which he has made his case, 
together with the steps already taken in the Colonial Office to put 
in hand a large-scale and expert study of the questions to which 
he has called attention, should provide some safeguard against 
the dangers, of which Mr. Liversage is fully aware, that bureaucracy 
—a present fact in Colonial administration—may become as much 
an impediment to desirable changes as the crust of tradition and 
tribal custom. N. F. Hay 

London. 


Tanganyika Territory. A study of Economic Policy under Man- 
date. By Dr. CHARLOTTE LEUBUSCHER. (Issued under the 
auspices of the Royal Institute of International Affairs by 
the Oxford University Press, 1944. Pp. x + 217. 18s. 
net.) 


Dr. LEUBUSCHER’S study of economic aspects of the mandates 
system with special reference to Tanganyika Territory is a more 
formidable indictment of the way in which the system was 
operated prior to 1939 than is specifically admitted in the text. 
Having regard to the responsibilities for supervision vested in the 
Permanent Mandates Commission, it might have been supposed 
that so thorough a study of its papers as Dr. Leubuscher has made 
would have thrown clear light upon the principal problems of 
colonial development. The investigator might have expected to 
find both the material required to appraise the way in which the 
mandatory power was discharging its trust and also a record of 
continuous and well-directed discussion of guiding principles 
against the background of which judgments might readily have 
been formed. Dr. Leubuscher has found an adequate supply of 
neither. She has had to collect, analyse and appraise most of 
her material for herself and to frame as well as to answer basic 
questions. The difficulties with which she has had to contend 
are demonstrated when, on so fundamental a Mandates question 
as whether Tanganyika benefited from inclusion in a customs 
agreement with Kenya and Uganda, she concludes with a protest 
at “‘the comparative failure” of the Permanent Mandates 
Commission “at least to insist upon the production of more 
comprehensive and convincing material”’ (pp. 117-118). Her 
work leads her to admit in her concluding chapters that it would 
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not be beneficial to the Colonial peoples concerned to place under 
mandate all the countries in tropical Africa. ‘“‘ The quality of 
the Commission’s work would inevitably suffer by the addition 
of a great many more mandates. All the evidence goes to show 
that, provided the right kind of publicity is ensured, the limitation 
of the system to a few well-selected territories serves its object 
best” (p. 192). This conclusion applies only to the system as it 
has worked in the past. Dr. Leubuscher’s chapters contain so 
many suggestions as to how it might work more satisfactorily in 
the future that her study will be indispensable for those concerned 
with new arrangements to be made for international trusteeship. 

The central chapters of the book are devoted to a study from 
the economic point of view of the development under British 
Mandate of Tanganyika Territory. But even here the writer 
has not been able to concentrate upon her principal objective, 
which was to try to determine whether the people of Tanganyika 
benefited as compared with neighbouring people because they 
were under a mandate. She has had also to attempt to appraise 
the economic results of a large number of economic developments 
that are common to all tropical Africa. Her own conviction 
appears to be that the welfare of the people requires the de- 
velopment of a system of well-instructed Peasant Proprietors. 
But she has not found available any systematic examination 
of all the changes, economic and administrative, that would be 
required to make such a system capable of supporting educational 
and health services and the other social apparatus which the welfare 
of the population requires. Her discussion on public finance and 
labour are not altogether convincing because she has not, with 
the material available, been able to bridge the gulf that divides 
the subsistence and superimposed monetary economies and which 
has so large a bearing upon questions of the real incidence of taxa- 
tion or the supply of capable and willing labour likely to be called 
forth by a given labour policy. 

The monetary economy itself is so meagre that official activities 
and administrative regulations have an influence out of all 
proportion to their apparent importance. This makes hazardous 
generalisations even in the familiar field of foreign trade. For 
example, it is generally true that a relatively open door is beneficial 
to consumers. Dr. Leubuscher produces on page 174 a table of 
figures showing that in mandated African territories a smaller 
percentage of imports has come from mother countries than in 
the cases of non-mandated territories. This leads up to the 
conclusion that international supervision has ensured a more 
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effective implementation of the open door. Had she left the 
matter there all might have been well. But she continues 
that the chief importance of this lies in its repercussions on 
native welfare and progress. The Cameroons Province had the 
lowest percentage of “mother country” imports. It would 
astonish the present administrators of the Cameroons under 
British mandate to learn that this had been associated with 
welfare and progress. The reverse is the case. The uncertainties 
about the future of the territories, the methods adopted for 
disposing of pre-1914 German estates, the long delays in finding 
a suitable basis for the supply of capital (admirably analysed in 
Chapter XII) and the difficulties in imposing constructive control 
over non-African immigration—all these have played a part 
more important than tariff policy in arresting development in the 
Cameroons and in Togoland under British mandate. In Tan- 
ganyika, the use by some German elements for national purposes 
of the educational freedom guaranteed to them by international 
arrangement was not the smallest of the difficulties of the man- 
datory power, nor was it without its influence upon the trade 
statistics. 

The chapters devoted to the fundamental question of land 
tenure claim, perhaps, too much for the mandatory system, 
and fail to expose the particular economic difficulties that have 
arisen in connection with the reservation of land for indigenous 
use. The policy of reservation is not followed only in mandated 
territories, and the work of Faulkner and Mackie (misspelt 
Machie in a note to page 8) has shown that Nigeria has had the 
same readiness and courage to reserve land for the African pro- 
ducer as the Permanent Mandates Commission. Unlike the 
Mandates Commission, the Nigerian Government has itself to 
face the consequences partly attributable to this policy and to 
ways in which it has been administered. A substantial part of 
Nigerian exports are fighting a difficult battle to hold their markets, 
particularly in respect of quality, with the products of Belgian 
and Dutch administered territories, and even with those of British 
colonies in other parts of the world, where the policy of reservation 
has been less austerely followed. Experience is showing that it is 
not enough simply to reserve the land. Provision must also be 
made for wise farming. Output per man-hour is as crucial for 
welfare in tropical Africa as it is in other parts of the world, 
and international trusteeship or any other method of colonial 
administration will fail to discharge its trust if it declines or is 
prevented from testing the economic consequences of well- 
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intentioned social and political measures. The information 
needed for applying such tests is not 2 vailable at the present time, 
and Dr. Leubuscher will have achieved her purpose if, ten years 
hence, the questions which she has posed can be answered with 
more “comprehensive and convincing material.’’ During the 
intervening period perhaps one or more of our ingenious applied 
statisticians will have devised a technique for linking the monetary 
and the subsistence economies of tropical Africa. Until this can 
be done too much attention will be focussed upon the former, too 
little upon the latter, and the latter includes the great majority 
of those who are the special responsibility of the supervising power, 
mandatory or sovereign. N. F. Hatt 
London. 


British Air Transport. Cmd. 6605. (London: H.M. Stationery 
Office, 1945. Pp. 10. 2d.) 


The Future of British Air Transport. (London: Samson Clark 
(for the Society of British Aircraft Constructors, Ltd.), 
1943. Pp. 27.) 


International Air Transport. (Broadsheet issued by P.E.P. 
No. 208.) 


America Faces the Air Age. Vol. I. The Geography of World Air 
Transport. Vol. II. Civil Aviation and Peace. By J. 
PARKER VAN ZANDT. (Washington D.C.: Brookings In- 
stitution, 1944. Vol. I, pp. 67. Vol. II, pp. x + 157. 
$1.00 net.) 


DuRr1nG the final stages of the European war the question of 
air transport has occupied a prominent place in the discussions of 
post-war problems. Though a considerable network of inter- 
national air routes already existed in 1939, the exigencies of war 
not only stimulated its extension far beyond its former size, but 
brought about a tremendous progress in the operational and 
administrative technique of running regular services over very 
long distances, notably the Atlantic route. 

The beginning of peace-time operations over such inter- 
national airways has again brought to light the lack of any agree- 
ment between the nations concerned as to the best way in which 
the maximum benefit could be derived from the existence of such 
a speedy means of transport. The differences which arose at the 
Chicago Conference, while seemingly affecting the question of 
international traffic relations, were in fact caused by the relative 
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competitive position in which the various countries expect to 
find themselves in future. 

For one, the United States emerge from the war in a very 
strong position, backed principally by a substantial domestic 
market, the most modern equipment and a very considerable 
international traffic potential. No wonder, then, that these 
circumstances have fostered in the U.S.A. an ardent belief in free 
competition on the world air routes. Most of the other countries 
still insist on their own national carrier and on an appropriate 
share in international traffic, while a few others, among them 
Australia, favour the international operation of trunk routes, 
believing that the expected traffic volume would not economically 
warrant simultaneous operation by a great number of individual 
national companies, thus necessitating, as it will, the perpetuation 
of subsidies. 

Against this background the British Government had to 
formulate a policy which would take account of the country’s 
specific interests in a rapid connection with the Commonwealth, 
Europe and the Americas. The outcome of these deliberations 
has been set out in a White Paper presented by the new Minister 
for Civil Aviation. In it the claims of competing forms of trans- 
port, notably the railways and the shipping firms, have been 
readily admitted. The document stresses the necessity of com- 
bining “all those elements which by reason of their experience 
and organisation can contribute to the full and rapid development 
of British air transport’ (p. 10). Such a policy is in marked 
contrast to the development in other countries, especially the 
U.S.A., where rival forms of transport have been deliberately 
excluded from any participation in air-transport operations, 
principally for fear of any delaying influences that might be 
brought to bear wherever air transport could reasonably make 
serious inroads into the traffic of its older competitors. 

The White Paper proposes the formation of three corporations, 
each of which is to operate in a specific region of British air- 
transport interests—namely, the Empire, together with the 
North Atlantic route, Latin-America and Europe. Despite the 
apparently strict limitation of these three spheres, sufficient 
flexibility is allowed for to enable specific interests to take part 
in the operation of certain routes. Thus, for instance, though the 
B.0.A.C. will have a predominant position in the first group, the 
shipping companies will participate in the organisation of the 
North Atlantic service. Similarly, the European network will 
combine the efforts of the British railways with those of the travel 
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agencies, the short sea shipping firms and some of the former 
independent air carriers linked together, as it were, by a sub- 
stantial share of B.O.A.C. The Latin-American route will be 
operated by a corporation known as the “ British Latin-American 
Airlines,” consisting in the main of the shipping firms with estab- 
lished interests on this route. Here again B.O.A.C. will partici- 
pate, though to a very much smaller extent, as in the other cases. 
Large-size economies are expected, especially in the employment 
of a common repair and maintenance unit and in the pooling of 
administrative and operational facilities which have been built up 
by the various transport agencies combined in the undertaking. 

Though the inclusion of all these devious interests seems to 
allocate a share to almost everyone who claims to have a stake in 
air transport, the actual determination of policy and a large 
measure of control by the Ministry of Civil Aviation make it fairly 
clear that the three corporations are in fact merely a triplication 
of a single chosen instrument of Government policy. 

Free competition has been one of the first casualties in the 
history of air transport. Since the publication of the Cadman 
report, shortly before the war, international competition became 
a Government responsibility. In substituting the criterion of 
“ public interest ” for the machinery of supply and demand, the 
White Paper is indeed the obituary notice of free enterprise in 
this particular field. 

The “ exclusive ”’ right, by licence, to operate a remunerative 
service will now carry with it the obligation of providing at the 
request of the authorities any unremunerative service which is 
considered to be in such public interest (p. 2). 

The White Paper, quite rightly, points out that ‘‘ unlimited 
competition in the air by private operators would mean that 
competing services would be concentrated on the remunerative 
routes.’’ Instead, however, of carrying this argument to its 
logical conclusion by saying that ultimately a greater volume of 
traffic fostered by a commercial rivalry over such remunerative 
routes would produce lower cost of operation, and subsequently 
lower fares—indeed one of the most important of “ public inter- 
ests ’’—it continues .with an amazing statement. ‘The tax- 
payer,” it goes on to say, “while reaping no benefit from the 
more lucrative routes, would be compelled to support by subsidies 
those services which although desirable for public or social reasons, 
would, initially at any rate, be run at a loss and might in some cases 
never show a profit ’’ (p. 2). 

Whichever-way we look at the problem it seems to be fairly 
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obvious that “ unremunerative ” services, once they have been 
endorsed as “‘ public interest ’’ routes, will have to be supported 
by the taxpayer. To “ blend ” them with other routes in a single 
company merely camouflages the fact that the traveller on the 
“economic ’”’ route is being penalised by not getting the full 
benefit from the lower cost structure of the service he uses. Being 
already a taxpayer, he is now called upon to make an additional 
sacrifice for the benefit, most likely, of a Government offical, who 
also, let it be remembered, derives his income from the taxpayer. 

This is, of course, not a new problem; the mixing of traffic of 
varying remunerativeness is, in fact, an everyday practice of the 
railways and road-transport undertakings. What makes such a 
method less acceptable in air transport is the existence of large 
public subsidies, which thus get submerged into the general income 
of the operator. Inasmuch as the taxpaper has an undeniable 
right to get a full and detailed account of the benefits bestowed on 
him for his morey, the proposed way of assimilating paying and 
non-paying traffic is apt to confuse this very important issue. A 
better solution could possibly have been found by a strict separa- 
tion of the two types of routes: the “ public interest ’’ routes to 
be combined into one organisation, subsidised from public funds 
and subject to close scrutiny as to efficiency of operation and 
management; the “ commercial’ routes to be left to private 
enterprise, with the benefits which the consumer would ultimately 
derive from its competitive endeavours. 

Inasmuch as the demand for air transport is highly elastic, a 
substantial increase in traffic will depend largely on a policy which 
will offer the great advantages of speed at a price well within the 
compass of the average citizen’s purse. Otherwise aviation will 
just remain the exclusive form of travel for a relatively small 
section of the community. Though this important fact does not 
form one of the central issues of the White Paper, it will, indeed, 
constitute the acid test by which we will be able to judge the 
success or failure of the proposed organisation once it has the 
sanction of Parliament. 

The publication of the Government White Paper referred to 
in the previous pages was preceded by a great number of discus- 
sions on the part of the various sectional interests affected. Ina 
report on The Future of British Air Transport, the Society of 
British Aircraft Constructors sets out its attitude on the projected 
re-organisation of the industry. It expresses very strong opposi- 
tion to the policy of a single “‘ chosen instrument,’ and believes 
that “‘ monopoly is inconsistent with the advancement of British 
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civil aviation.”” The memorandum relates the discouraging 
experience which British aircraft constructors have had in the 
past: how the exclusive reservation of certain aircraft types for 
Imperial Airways had restricted the development of a greater 
variety of models and a successful bid for the world market. 

As a policy for the future, the Society favours ‘“‘ the throwing 
open of routes to the competition of all reputable transport 
operators,” because it believes that competition makes for 
efficiency, which in turn attracts the greatest amount of traffic. 

Though the report speaks on behalf of the aircraft manu- 
facturers, who, after all, are principally interested in a maximum 
output of British aircraft, and who will obviously support a policy 
towards that end, we must not forget that the industry looks with 
anxiety towards the inevitable shrinkage of demand. It is 
difficult to see how the policy suggested in the White Paper will 
contribute towards a solution of this awkward problem. 


A different point of view, again, is put in a pamphlet on 
International Air Transport published by P.E.P. After giving a 
short résumé of the main issues involved, it stresses the fact that 
the future of air transport is “inextricably bound up with the 
future of international relations.’ After analysing the various 
ways in which international cooperation has been attempted in 
the past and the many difficulties that so far have prevented a 
satisfactory solution of the question, it offers the ‘‘ international 
operation of certain routes” as the most reasonable alternative. 
As the traffic on many of these connections is not likely to be 
sufficient for an economic operation by a great number of inde- 
pendent companies, the pooling of such traffic in the form of one 
international organisation has a great many attractions, provided, 
of course, political objections could be overcome. As far back as 
1934 the report of the League of Nations on the Economics of Air 
Transport (C 97. M 44) fully subscribed to this view; more than 
ten years later this attitude seems still to be held only by a minority. 


The Brookings Institution has for some time already shown a 
considerable amount of interest in the problém of air transport. 
It is.now sponsoring the publication of a new series, entitled 
“ America Faces the Air Age.’’ So far, two volumes have ap- 
peared, both written by the same author, Dr. J. Parker van 
Zandt. 

The first volume deals to a large extent with the technical 
aspects of world geography, the traditional ideas of which have 
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for nearly four centuries been influenced by Mercator’s projection, 
useful in its way, but distorted for the purpose of looking at the 
world as a whole. The advent of a speedy means of global 
communications, relatively unhampered by the physical diffi- 
culties of the world’s surface, has necessitated a complete revision 
of our conceptions of distance, fashioned as they are by the 
technical requirements and shortcomings of the existing surface 
means of transport. The arbitrary division of the globe into a 
“Western ” and an “ Eastern’ hemisphere has made us forget 
that, as the author says, “all the world that matters ”’ is actually 
in a “ principal ’’ hemisphere which contains the world’s major 
industrial and trading areas. From this central theme the author 
proceeds to analyse the industrial and commercial relations be- 
tween these areas and the “ distance ”’ problem arising from this 
new approach. The book contains some excellent maps, and 
should prove a useful guide to the geographical aspects of world 
transport. 

The second volume deals with the problem of “ Civil Aviation 
and Peace.” A great part of this book is taken up with the analysis 
of the principal security arguments, and past attempts at con- 
trolling and restricting civil aviation, lest its military uses should 
for ever dominate its development. After showing the futility of 
such attempts in the past, the author suggests a more positive 
approach to the problem and a full exploitation of the peaceful 
aspects of civil aviation which could make a valuable contribution 
to the stability of world economy. 

Looking at the question from a predominantly American 
standpoint, the author emphasises the strong creditor position of 
the U.S.A. after the war. He considers a manifold increase of 
American foreign travel as one of the best methods of transferring 
substantial dollar credits to impoverished Europe. On the basis 
of low fares, which, to judge from present-day charges on U.S. air 
lines, are quite a feasible assumption, he declares the transfer of 
not less than one billion dollars per annum as well within the realm 
of possibilities by 1955. His calculations are accompanied by an 
impressive array of statistical tables, among which the reader will 
find some very interesting facts on foreign travel. 

While the book is a powerful plea for a changed outlook on the 
future of civil aviation, the author falls into the usual error of the 
enthusiast, who, while acceding to air transport an uninterrupted 
progress, condemns the older forms of transport to stagnation. In 
comparing future air fares with existing rates on ships and on the 
railways, he completely ignores the possibility of changing cost 
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and prices among the older competitors. Inasmuch as such 
friendly rivalry will be of great benefit to the traveller who so far 
has never been able to make the trip, the development foreseen by 
the writer can be awaited with considerable satisfaction. Even if 
the reader does not follow the author with the same optimism, the 
book will nevertheless give a useful indication as to the approach 
to the subject in the U.S.A. 


Ernest D. WEIss 











NOTES AND MEMORANDA. 


THe 1945 Wuire Paper on NATIONAL INCOME AND 
EXPENDITURE ! 


I 


ALTHOUGH the nominal price of the 1945 edition of the White 
Paper on National Income and Expenditures is ls. as compared 
with 6d. for earlier editions, the increase is not an example of 
war-time inflation. For not only is the doubling of the price 
compensated for by a proportionate increase in the size of the 
pamphlet, but a review of its contents reveals a phenomenon 
unique in war-time—a product that has undergone a hidden 
price decline because of substantial quality improvement. An 
outline of its contents will indicate the expanded scope of the 
new White Paper. 

The first section presents for the first time a connected descrip- 
tion of the basic national income concepts and of the manner 
in which the data should be arranged for tabular presentation. 
The discussion is illustrated by detailed estimates for the year 
1938, but for later years the data were not sufficient in all cases 
to permit presentation in similar form. As compared with the 
previous edition, Sections II and III are so expanded as to be 
almost new. They analyse the major features of the British 
war economy in terms of the data contained in the main national 
income and expenditure tables, and illuminate the story by the 
introduction of a great deal of supplementary information. 
Section IV contains the usual comparison with the previous 
White Paper, explaining statistical and conceptual revisions, 
while Section V consists of the main tables and succinct statistical 
notes with which we are largely acquainted from earlier editions. 

Before turning to certain conceptual problems raised in the 
introductory section of the White Paper, we wish to draw atten- 
tion to the significant improvement which has been made in 
Sections II and IIT. From the former mere collection of interest- 
ing special tables, these sections are being developed into a 
connected and interpretative account of the changes which the 
war has wrought in the British economy. This assumption by 
official sources of analytical as well as statistical responsibility 


1 An Analysis of the Sources of War Finance and Estimates of the National 
Income and Expenditure in the Years 1938 to 1944, Cmd. 6623, April 1945. 
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is decidedly to be recommended, not only because of the intrinsic 
interest of the story but for two other reasons. 

First, an analysis of the economic situation with the aid of 
national income and expenditure statistics demonstrates to the 
public how these statistics can be used and the legitimate con- 
clusions that can be drawn from them. It serves to dissolve 
attitudes ranging from awe to scepticism, unfortunately much 
too common, and to keep the non-specialist on reasonable grounds. 
Second, the responsibility for such analysis is the best possible 
incentive to the national income statistician. There is nothing 
that contributes more to the solution of the problems of national 
income measurement, and to improvements in the presentation 
of the statistics, than a sustained effort to use them in the analysis 
of economic problems. It is not accidental that the use of 
national income data in the formulation of war-time economic 
policies has been accompanied by signal improvement of the 
statistics. 

The valuable new statistical information contained in these 
sections should be noted. Personal expenditures on goods and 
services at current market prices are presented in much greater 
detail than heretofore (p. 24), and a breakdown of these expendi- 
tures expressed in 1938 prices is also given (p. 26). Hitherto 
deflated consumer expenditures were published only in the 
aggregate. There is included also a detailed analysis of personal 
expenditures adjusted for indirect taxes and subsidies (p. 28). 

It is interesting to see, incidentally, that the index of con- 
sumers’ expenditures expressed in 1938 prices, adjusted for 
indirect taxes and subsidies (Table 14), moves identically over 
the period 1938-44 with the index of consumers’ expenditures at 
constant market prices (which can be derived from Table 22). 
The only exception is in 1943, where the difference may be due 
to rounding. One would expect the two series to move some- 
what differently, because of the differences in base year weights. 

Detailed information on the composition of central govern- 
ment revenue, which relates to the over-all series contained in 
the main tables, also is presented. Similarly, direct tax pay- 
ments are broken down by the type of income or property on 
which they are levied (p. 32). 

Data relating to employment and hours of work are intro- 
duced into the White Paper for the first time. These labour force 
statistics constitute a fundamental counterpart of national 
income and expenditure data. Their co-ordinated use enhances 
the value of each, providing the essential statistical background 
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necessary for the analysis of the major economic problems with 
which we are currently confronted and will be confronted after 
the war. 


II 


The Introduction to the White Paper (Section I), dealing 
with conceptual problems, is an important contribution to the 
literature on national income. National income and expenditure 
statistics are treated as a set of interrelated accounts designed in 
their entirety to give a significant summary of the structure and 
operations of the economy. The fundamental: concepts are 
derived and explained in these terms. We believe that this is 
pedagogically the best and theoretically the soundest procedure. 
Our experience with the alternative approach, prevalent before 
the war, which puts the initial emphasis on the welfare aspects 
of the statistics, is that it leads to unnecessary complications and 
confusion. 

While expressing general agreement with the approach and 
methodology used in the White Paper, we believe there are 
several deficiencies that deserve consideration. First must be 
noted that among the multiplicity of accounts presented there 
does not appear a consolidated profit and loss account for the 
private business system. Such an account is certainly of basic 
importance for analysing an economy dominated by private 
business. On the receipts side it would show sales to consumers, 
gross private domestic capital formation (including the net 
change in business inventories), exports, sales to Government, 
subsidies, and property income received by the private business 
system from the Government and from abroad. On the expense 
and income side these items would be matched by the earnings 
of the factors of production hired by the private business system 
(wages and salaries, interest, etc.), imports, business taxes, 
depreciation charges, and profits. No rearrangement of the 
component data which make up the various accounts in the 
White Paper makes possible the construction of this account. 

Yet it is essential. It reproduces the revenue and cost struc- 
ture of the private business system as reflected in business 
accounting, and in a manner showing how the various items 
are interrelated. That this is necessary for analysis is illus- 
trated, for example, by the study of changes in relative dis- 
tributive shares. It is apparent that such an analysis can be 
quite misleading if conducted in terms of total distributive 
shares, because property returns in the Government sphere are 
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not associated with labour returns as they are in private business. 
Hence any observation of laws or regularities in the allocation of 
income by shares must start with the segregation of the private 
business account. This illustration is but one of the uses of the 
account. It is generally useful in all problems which involve a 
study of the interrelation of business and Government. For 
example, it is of obvious interest to know the amount and pro- 
portion of private business production being purchased by the 
Government. Furthermore, the account is required for analysis 
of the general cost-price structure of business such as is needed 
in the determination of wage and price policies. 

From a purely conceptual standpoint, also, the consolidated 
profit and loss statement of the private business system is signifi- 
cant. In a closed economy and in the absence of Government, 
its two sides equal, respectively, the national expenditure and the 
national income. This equivalence draws attention to the close 
affinity between national income concepts and the categories in 
terms of which private business reckons its profit and loss—an 
affinity it is essential to bear in mind in theorising about and 
interpreting the national income and product statistics. The 
pellucid manner in which Professor Hicks presents the national 
income subject matter in The Social Framework is largely attribut- 
able to his starting with the private business account. 


It 


The account showing annual net changes in the national 
wealth 1 seems to us to carry formal nicety to a point that yields 
statistically misleading results. It should be mentioned that 
many of the shortcomings of this account are noted in comments 
scattered throughout the text and footnotes of the White Paper. 
But our judgment, after evaluating the cumulative impact of 
these shortcomings, would have been to omit a good part of 
these calculations. 

For the private business sphere, net capital formation is 
obtained, except in 1938, as a residual by deducting from national 
income plus indirect taxes minus subsidies, consumer and Govern- 
ment expenditures for goods and services plus the foreign balance. 
Even disregarding the fact that capital formation so derived is 
subject to a very large percentage error, the resulting estimates 
are not adequate to measure the net change in the capital wealth 
of private business for several reasons. 


1 Cf. Table 15, ‘‘ Net Changes in Capital Wealth, United Kingdom 1938-44 ”’; 
also, for instance, Tables 4 and 5. 
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As is well known, the implicit figures which are derived for 
‘the change in business inventories measure the change in the 
value of inventories rather than the value of the change. The 
adjustment for the inventory profit or loss which is thus included 
probably calls for corrections in some years of the same order of 
magnitude as the uncorrected figures. 

The implicit figure for producers’ durable equipment and con- 
struction represents a measurement of net capital formation 
which accepts accounting charges for depreciation as a true 
measure of capital consumption. We are not familiar with 
British accounting practice, but we do know that the same 
procedure adopted for the United States would result in figures 
of net capital formation which we should not expect to be indica- 
tive of the net change in wealth regarded from a national point 
of view, but rather a mere expression of the accounting practices 
of business. With the probability that accelerated depreciation 
will be. allowed for tax purposes after the war, it is all the more 
apparent that more satisfactory means will have to be found for 
measuring net capital formation. It also should be noted that 
the war-time destruction of property is not taken account of in 
the figures; and that, per contra, mere transfers of real assets to 
the Government are implicitly counted as capital consumption. 
We are not arguing that the change in the book value of business 
capital, before capital gains and losses, may not be a useful 
figure for certain purposes, but we think that it cannot be dignified 
by including it in a table purporting to measure net changes in 
national wealth. 

The measurement of net public capital formation is hardly 
more satisfactory, as might be expected from the fact that there 
is generally no segregation of capital transactions in public 
accounting to serve as a statistical starting point. This deficiency 
in public accounting is no doubt partly responsible for the sweep- 
ing assumption that no capital outlays are included in war 
expenditures and for the lack of clarity in the delimitation of 
non-war public capital formation. It is likewise apparent in 
the procedures that were resorted to in estimating depreciation 
on public property. Here, too, we are not in a position to judge 
for Britain the statistical adequacy of the resulting public 
capital estimates. In the United States it would be an error to 
attach the term “net changes in public wealth” to similar 
calculations. Over the course of the war, the cumulative error 
would not only be tremendous but the indicated sign of the net 
change would be wrong. 
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Before serviceable estimates of Government capital formation 
and changes in national capital wealth can be made, the basic 
problem of the definition of national capital will have to be 
faced. In our view, a definition in terms of changes in the stock 
of tangible goods would yield an aggregate useful for some pur- 
poses, and one that might ultimately be capable of statistical 
measurement, although not without great difficulty. On the 
basis of this definition, it would be appropriate to include in a 
table which purports to measure changes in national capital 
wealth, not only private business and Government capital 
formation, but also changes in the stocks of commodities held by 
consumers. The White Paper estimates of changes in capital 
wealth suffer from the fact that they are based on no consistent 
and comprehensive definition of capital wealth, even for the 
categories included. 

As a by-product of the calculation of Government capital 
formation an item for Government savings and dissavings has 
been introduced. It invites extensive misuse. The concept 
finds easy acceptance because it bears a specious resemblance 
to business profit and loss and to individual savings and dis- 
savings. But whereas these categories are useful for analytical 
and policy-making purposes, the concept of Government savings 
or dissavings is not. Each of the two elements of which it is 
compounded has interest. The deficit is an important magnitude 
in considerations of fiscal policy, and __e change in the real assets 
of the Government would also con: itute interesting economic 
information if it could be calculated. But Government savings 
or dissavings, the difference between the two, is apt to cause 
confusion by creating the implication that the only proper object 
of deficit expenditures is durable capital goods. 

The reasoning behind this notion is that deficit expenditures 
should be productive, leading to an increased real income out of 
which interest on the debt can be financed. But it seems to us 
that expenditures on durable goods should not be identified with 
expenditures that contribute to future productivity. Expendi- 
tures on public education and health are obvious instances of 
non-durable expenditures which increase future productivity. 
But quite apart from this point, decisions as to the proportion of 
Government expenditures that should contribute to future pro- 


ductivity should be made rationally without reference to the 


1 Cf., e.g., Sir William Beveridge: Full Employment in a Free Society, and 
Mr. Kaldor’s appendix, The Quantitative Aspects of the Full Employment Problem 
in Britain. 
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source from which these expenditures are financed; and vice 
versa, rational decisions as to the proportion of Government 
expenditures to be financed from various sources should be made 
with reference to the state of employment. 


IV 


A characteristic of the White Paper, particularly the present 
edition, is the reduction of national expenditures to a factor cost 
basis by deducting depreciation charges and indirect taxes from 
the components of expenditure. This procedure is adopted 
because the net totals are regarded as more significant than the 
gross totals. The magnitude of the latter depends on the par- 
ticular definition of gross capital formation which is adopted, 
and which must be based upon a fairly arbitrary definition of 
durability. They also include indirect taxes which do not reflect 
the use of productive resources. 

The middle column of Table 7 (page 12) provides a convenient 
summary example of the reduction of expenditures to a net 
basis. Here, expenditures at market prices were divided into 
five categories: private consumption, Government purchases of 
current goods and services, Government gross capital formation, 
private gross capital formation, and exports of goods and services 
(excluding foreign investment income). Imports were allocated 
to and deducted from each of these five types of expenditure. 
Next, taxes specifically on consumption were deducted from con- 
sumers’ expenditure. Next, general indirect taxes and deprecia- 
tion charges were prorated among and deducted from the five 
components of the expenditure stream so corrected. The sum 
of expenditure so adjusted, plus foreign investment income, is 
equal to net national income at factor cost.1 

Such a breakdown of national expenditures is interesting and 
useful. But one must not exaggerate the extent of the success 

1 If we understand it correctly, there are two errors in this procedure, though 
they are not fundamental to the main line of argument. 

(a) In prorating general indirect taxes and depreciation charges to Govern- 
ment, total Government expenditures for goods and services are utilised— 
including wage and salary payments by Government. The appropriate figure 
to use for the allocation is Government purchases of private business products, 
since no part of business depreciation and indirect business taxes is properly 
allocable to salaries and wages paid by the Government. For recent years the 
error may be significant in view of the large volume of military payrolls. 

(6) It would seem that Government depreciation is allocated among the 
various items of the expenditure stream in the same manner as business depre- 
ciation. But it is clearly inappropriate to allocate to the private economy any 


Government depreciation on items that are not sold by the Government. The 
effect is to understate the factor costs of private production. 
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achieved in reducing product components to factor cost. Elimin- 
ating indirect taxes specifically on consumption from consumers’ 
expenditure is undoubtedly a material step in that direction. In 
countries such as Great Britain, where a large proportion of 
indirect taxes have a clear-cut and specific incidence, it adds 
greatly to the interpretative value of the statistical results for 
problems of resource allocation. 

However, the remainder of indirect taxes and depreciation 
charges are merely prorated among the components of expendi- 
ture. This involves the assumption that the unequal incidence 
of various general indirect taxes, and of depreciation charges 
included in intermediate products, cancels out in the aggregate. 
It is possible, of course, to regard simple proration as a statistical 
expedient only, which will be replaced in due course by an 
actual tracing of the distribution of general indirect taxes and 
depreciation throughout the structure of the economy. While 
such a detailed procedure cannot be ruled out on purely con- 
ceptual grounds, it is unlikely that substantial progress towards 
its implementation can be expected, because the bulk of the 
relevant data must necessarily be collected on an establishment 
or firm basis rather than by products. If simple proration will 
have to be accepted in practice, it would seem that it does not 
add to the picture that is given of the relative distribution of 
factor costs among various uses, which is most relevant in studies 
of factor use. 

In determining what part of the total value of various types 
of output constitutes factor cost, the White Paper procedure 
has not avoided any of the difficulties connected with the arbi- 
trary nature of the definition of gross capital formation. This 
must be emphasised, because the statement that the statistics 
show “the extent to which current resources are used up in 
meeting different types of need,” made without further quali- 
fication (p. 12), is not calculated to draw attention to this im- 
portant fact. It can easily be seen that the factor cost allocation 
must be a function of the particular definition of grossness which 
is adopted for capital formation. Specifically (abstracting from 
Government in order to simplify the statement), the grosser the 
definition of capital formation which is adopted, the smaller will 
be the indicated factor cost of consumption, and the larger will 
be the indicated factor cost of capital formation. 

1 At the same time depreciation allocated to both capital formation and 


consumption will increase. The allocation of indirect taxes is also dependent ~ 
on the grossness of the definition of capital formation. 
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The significance of the allocations would seem to depend on 
the assumption that the particular definition of grossness which 
is adopted conforms broadly to the actual depreciation account- 
ing of business. If this condition is met, the allocations would 
be useful in studies of income generation and of “ leakages.” 
In other words, the statistics might be used to shed light on the 
proportion of expenditures for a given type of output that would 
contribute to the income flow as against the “leakage” of 
depreciation to which an offset would have to be found. From 
this standpoint, however, it would be more convenient if non- 
factor cost elements of the value of output were presented in 
the same table as the factor cost elements, showing a complete 
breakdown of market value. The aggregate corresponding to 
these components would be gross national expenditure at market 
prices. It would show for the nation as a whole the same type 
of information which is shown for the components. Regarded 
in this manner gross aggregates appear in a somewhat more 
favourable light, and the remark with which they are dismissed 
in the White Paper, that they ‘“ may be useful for certain pur- 
poses and have the advantage of being broadly comparable with 
figures frequently quoted in other countries” (p. 16), does not 
seem entirely justified. 


V 


In view of our active interest in securing as much agreement 
as possible in the concepts and presentation of national income 
statistics by various countries, and the conversations already 
held to further this objective, we should like to emphasise our 
belief that the White Paper authors and ourselves are not very 
far apart. We agree on the fundamental matter of regarding 
national income and expenditure statistics as a set of inter- 
related accounts. We also agree on two issues which there was 
no occasion to discuss in this review, the exclusion of national 
debt interest from both sides of the national income and expendi- 
ture account, and the inclusion of direct taxes on corporations 
in national income. We have come to the conclusion that 
national aggregates so defined will be more serviceable for the 
general uses to which they are put, and we expect to introduce 
these changes as soon as feasible. ; 

There is no disagreement on the desirability of estimating net 
capital formation and segregating Government capital expendi- 
tures, since we feel that both are essential aims of national income 
measurement. In this matter, we have argued only that the 
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present state of statistical information makes it difficult to 
derive estimates that have a substantial measure of reliability. 
Perhaps the fact that our estimates of gross capital outlays are 
based upon production records and that we know little about 
their comparability with accounting depreciation makes us unduly 
wary about calculating .net capital formation. On the other 
hand, the British data are at least implicitly derived from the 
same set of business accounts, though this is no guarantee of 
their conformity to an economically significant measure of 
change in capital stock. 

As to the relative significance of eran cost and market price 
measures of the components of national income and expenditure, 
there is apparently need for clarification. Our view is that both 
have important uses. Factor cost magnitudes are relevant for 
problems involving the allocation of productive resources. But 
for many other problems, market price data must be used. This 
is the case not only with welfare studies but in the analysis of 
market behaviour, such as the study of demand functions, the 
propensity to consume, and cost-price relationships. It would 
certainly be unsatisfactory to present national income and ex- 
penditure estimates in which all magnitudes are reduced to 
factor costs, and from which all traces of the items that con- 
stitute the difference between costs and gross values have dis- 
appeared. The only significant point we see is that in estab- 
lishing an international model for the basic tables the categories 
of information should be defined as largely as possible in terms 
of data available from actual statistical surveys. We think it 
essential to distinguish between such data and what is really 
the result of economic analysis. 

With respect to the relative significance of the net and gross 
aggregates, we feel that the present difference in emphasis is 
probably unwarranted. Considering the matter from a working 
point of view, it is our tentative conclusion that there is not a 
great deal upon which to choose between the two concepts. 
Take, for instance, two examples of intensive and expert use of 
national income and expenditure statistics for purposes that are 
very similar—Mr. Kaldor’s Appendix C to Sir William Beveridge’s 
report on full employment, and Mr. Mosak’s article in a recent 
issue of Econometrica.1 The first of these is cast largely in 
terms of the net national income concept while the latter is in 
terms of the gross national product. There is little evidence 


1 Jacob L. Mosak : ‘‘ Forecasting Post-war Demand,’’ Econometrica, January, 
1945. 
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from these two studies that either the net national income or 
the gross national product can be declared to be the more useful 
tool. 


VI 


Since the White Paper may be used widely as a point of 
departure for national income work in other countries, some 
additional statistical information that would enhance its value 
for the analysis of economic problems may be mentioned. 

1. Separation of Government expenditures for wages and 
salaries from Government purchases of the product of private 
business. This would provide the link that is now missing for 
the construction of a consolidated profit and loss account of 
private business. 

2. Separation of corporate earnings and its elements (divi- 
dends, taxes, and undistributed earnings) from the earnings of 
unincorporated business. 

3. Direct estimates of private gross capital formation by 
categories, construction, durable producers’ equipment, and net 
change in business inventories. It would also be useful to have 
some estimate of inventory revaluation, recognising all the 
difficulties involved. 

4. A breakdown of national income by industries. The new 
light thrown on the British war economy by “ Statistics Relating 
to the War Effort of the United Kingdom,” ! which for the first 
time published data on the distribution of employment by 
industries, is indicative of the value of industrial data. 

From the tremendous strides made during the few years that 
the White Paper has been issued, we are sure no stone will be 
left unturned in effecting further improvements. 


Minton GILBERT 
GEORGE JASZI 
Washington, D.C. 





PricE AND OvuTLAY Ponicy or State ENTERPRISE 


Ir is generally felt nowadays that no real advance can be 
expected in the economics of welfare until there has been a more 
serious attempt to relate the theoretical concepts to the informa- 
tion available to the business man and the accountant. Indeed, 


until this has been done, further discussion of general principles 


1 Cmd. 6564, November, 1944. 
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may well be regarded as a mal-distribution of resources such as 
the economist is so anxious to prevent in other occupations. 
Studies of this kind, however, will require time, and the first fruits 
will be a series of highly specialised monographs on specific 
industries. Meanwhile it seems appropriate for economists to 
take stock and see how far their existing techniques, however ill- 
developed, permit them to lay down general rules for the practical 
conduct of affairs. For this reason particular interest attaches 
to some recent publications 1 by Mr. A. P. Lerner, Mr. J. E. Meade 
and Mr. J. M. Fleming in which they discuss the difficult and im- 
portant problem of operating increasing returns industries. It is 
disappointing, however, to observe that although the theoretical 
tools have been burnished and given a finer edge there is a marked 
reluctance in these contributions to concentrate attention on the 
tools which can be used and to admit that a number of others 
must be left for an indefinite period on the shelf. 

Mr. Meade and Mr. Lerner take as their starting-point the 
principle, called “the Rule,” that marginal costs and price 
should be equated. If this is done while returns are still increasing, 
losses will of course be made, but this is not regarded as a reason 
for departing from optimum output as thus defined by the marginal 
analysis. On the contrary, it is held that the Rule should still 
be applied and the losses met out of Government subsidies, for 
the laisser-faire criterion of profitability is irrelevant in a properly 
controlled economy. This conclusion is familiar enough, but, in 
spite of the weight of authority behind it, it is in my opinion 
inadequately supported in logic and likely to be highly dangerous 
in practice—if, indeed, one can conceive of an attempt being made 
to apply it. In fact there appears to be no adequate reason for 
regarding the marginal Rule as sovereign in this way, while a host 
of other considerations are simply allowed to drop out of sight. 

1. First of all, to take the most obvious of these considerations, 
it is admitted that, if the “ marginal” policy is followed, the 
industries in question must be socialised, since it is rightly re- 
garded as inconceivable that the State should subsidise a private 
monopoly in the hope that it would then dutifully keep the 
commandments.? Indeed, Mr. Lerner is inclined to use the Rule 
as the’ principal criterion by which to decide whether or not an 
industry should be left in private hands. Since he proposes to 


1 “The Economics of Control,” by A. P. Lerner, and a symposium on “ Price 
and Output Policy of State Enterprise,” by Mr. Meade and Mr. Fleming (Eco- 
NOMIC JOURNAL, December, 1944). 

2 Cf. Fleming, loc. cit., p. 334. 














456 THE ECONOMIC JOURNAL [DEC. 


apply the Rule quite generally, and since increasing returns are 
likely to be fairly widespread, he must be prepared for a large 
programme of socialisation far beyond the public utility field.' 
It is surely strange that a conclusion derived from the marginal 
theory should in itself be regarded as a sufficient justification for a 
policy of this kind. The older economists would have spent much 
time discussing many other problems, such as the relative flexi- 
bility and inventiveness of public and private enterprises, and 
would have regarded the results of the marginal analysis as 
merely one of a number of considerations. Of course some 
economists would support socialisation in certain cases on other 
grounds; some would not. My object is not to take sides, but 
simply to mention the curious fact that many of the pros and cons 
which were once part of every economist’s stock in trade tend to be 
almost forgotten in Mr. Lerner’s statement of welfare theory. 

2. Suppose, however, that the firms in question have been 
taken over by the State, whether in order to satisfy the require- 
ments of marginal theory or for some other reason. Even then 
the difficulties in the way of applying the Rule are by no means at 
anend. First of all the problem of ensuring managerial efficiency 
remains unsolved. Although Mr. Lerner believes in a controlled 
economy, he wants to avoid over-centralisation, and he is there- 
fore anxious that the autonomy of the firm should be preserved 
and that full advantage should be taken of the knowledge of the 
man on the spot. But in spite of this brave start he argues that it 
is essential to make the value of the marginal product equal to its 
price “ whether it results in a profit or loss.””2 There is surely a 
strange inconsistency between these two principles, both of which 
are stressed repeatedly. We are to rely upon the manager’s 
decisions, but without a complete balance sheet it is by no means 
clear how his efficiency as a manager is to be checked. Indeed, 
what Mr. Meade describes as ‘‘ economic ”’ efficiency, in the sense 
of applying the marginal rules correctly, receives so much of Mr. 
Lerner’s attention that he appears to have none to spare for the 
other problem, which is also partly economic, of ensuring “‘ tech- 
nical ”’ efficiency in the use of resources. Mr. Meade himself is 


1 It would, in fact, be necessary to socialise in every case where the size of the 
indivisible factor was large relatively to output. Of course, as Mr. Fleming 
has remarked (loc. cit., p. 330), an indivisibility, even when large enough to be 
significant, need not necessarily lead to increasing returns, but the fact that it 
may do so is a sufficient reason for regarding the firm as a candidate for socialisa- 
tion. One cannot have the firm under private ownership one day and under 
public ownership the next, and vice versa, simply according to whether or not it 
is thought appropriate to have an extra indivisible unit. 

2 Op. cit., p. 199. 
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also prepared to do without a balance sheet for “‘ the amount of 
profit or loss made is irrelevant.” 1 He suggests, it is true, that 
it may be possible to draw up production functions for different 
plants which would make it possible to spot inefficient managers, 
who could then be dismissed. As Mr. Fleming rightly suspects,” 
however, this is likely to remain a pious hope. Indeed, even if 
prime costs, which are more easily checked than overheads, 
could be kept fairly low, it is difficult to see how a great waste of 
overhead labour and careless use of machinery could be prevented. 
Certainly our war-time experience provides little encouragement 
for the adoption of such a policy. Furthermore, the sanction of 
dismissal for inefficiency is a poor one as compared with a profit 
motive, as Mr. Fleming has once more rightly pointed out.* It 
is quite possible, indeed, that more would be lost through reduced 
managerial efficiency in other respects than would be gained by 
equating marginal cost with price.* 

3. Investment policy in the industries run on these lines would 
be particularly difficult, and would probably give rise to the 
most serious abuses. The operation of increasing returns industries 
is usually considered from a short-period point of view when a 
certain amount of fixed equipment is in existence, and the problem 
is to discover how it should be used most efficiently. In discuss- 
ing this situation economists are able to make full use of their 
intriguing discovery that ‘‘ bygones are bygones,” but it is rather 
a different matter when the period taken is longer and one 
must decide whether it is appropriate to instal equipment even if 
the presence of a large indivisibility leads one to suppose that the 
subsequent applications of the Rule after installation will result 
in losses being made. Such investment may, of course, be 
justified, and where output is constant, or is altered to only a 
slight extent, it is not so difficult to discover whether or not this 
is so. If the interest and depreciation on the extra capital are 
less than the value of the marginal product plus the net saving 
in prime factors, the investment should be made. Unfortunately, 

1 Loc. cit., p. 323. 2 Loc. cit., p. 336. 3 Loc. cit., p. 335. 

* It is true that the unhampered monopolist may cover up inefficiency by 
increased exploitation, but the extent to which this can be done is limited—in 
some cases narrowly limited. Mr. Lerner, however, proposes that all expenditure 
should be under-written by the State so long as the manager equates marginal 
cost with price. The manager would then be in the same position as a business 
man working on a “‘ cost plus fixed profit ” contract, which is generally regarded 
as a bad financial instrument. 

5 The policy of the railways during the inter-war period affords an analogy. 


Some investment was deemed profitable and carried out even although existing 
equipment was not paying its way. 
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however, this solution is of restricted application. It is relevant 
only in dealing with those cases where the desirability or other- 
wise of investment will depend largely on the extent to which co- 
operating factors are economised. In other words, it would be 
useful mainly in deciding upon replacement of capital or a 
“* deepening ”’ of the capital structure or the introduction of a new 
“ Jabour-saving ”’ technique, but it gives no adequate guide when 
it is a question of a large “ widening ” of the capital structure in 
order to increase total production substantially. In theory one 
must then fall back upon consumers’ and producers’ ! surpluses 
and engage in the pleasant diversion of measuring areas under a 
series of curves. Unhappily, such a procedure is likely to be 
subject, as Mr. Meade admits, ‘‘ to considerable numerical impre- 
cision,” and could yield a large variety of answers from which 
anyone with an axe to grind could take his choice.2_ Probably the 
only way to get at any sort of approximate answer would be to 
consider whether it would be possible to cover the total costs of 
the undertaking if it were run monopolistically.* This is the sort 
of forecast which the monopolist himself has to make, so presum- 
ably a rough answer could be obtained. There is, however, this 
difference. Since the monoplist will try to exploit to at least 
this extent, he will have some check on the accuracy of his fore- 
casting. A socialist undertaking run according to the Rule 
will have no check at all, and will therefore be unable to build up 
the experience which the monopolist will possess. In particular, 
it is difficult to see how socialist managers could guess what could 
be done by discriminating monopoly unless in fact they discrim- 
inated themselves. In practice, of course, such attempts to esti- 
mate what consumers would give for the product if exploited 
would become the merest formality. The managers of the 
socialist undertakings, entranced with some new technical project 
or anxious to increase their own importance by “ empire-build- 
ing,” would come to the planning committee and declare that 


1 Even when output is to be held constant and ‘‘ deepening ” is under con- 
sideration, producers’ surpluses should sometimes be taken into account. Such 
refinements can, however, be neglected. 

? It may be felt that this criticism on grounds of realism is unfair because 
the economists cited are merely engaged in a theoretical analysis with limiting 
assumptions. Mr. Fleming is clearly aware of the difficulty of applying the 
marginal rule, and so, to some extent, is Mr. Meade. Mr. Lerner, however, is so 
confident and free from doubt that he criticises severely the management of public 
utilities not run according to the Rule where “ unintelligent compromise leads to 
unending regulation ”’ (op. cit., p. 181). 

* Mr. Lerner mentions this possibility (p. 190), but since it is not altogether 
correct theoretically he prefers to measure surpluses (pp. 194 e¢ seq.). 
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consumers would gladly pay for the new type of equipment 
proposed if they had to. Government departments are not noted 
for their objectivity in putting forward their demands; we 
need not expect such objectivity from the managers of State 
enterprises. Of course, the planning staff might argue, but would 
find difficulty in proving the managers wrong, and the allocation 
of resources would in fact be largely determined by crude political 
bargaining. The monopolists’ investment policy would be likely 
to give more rational results. 

It is easy enough to knock the Marginal Rule off its pedestal; 
it is much more difficult to put something in its place. Even 
when realistic investigations have been carried much further, the 
outcome is likely to be a series of detailed studies, not a new 
“Principles.” The marginal analysis will still, of course, be 
useful in a humbler réle, but the economics of welfare is likely to 
be much more untidy and subdivided into sections with few rules 
applying with complete consistency throughout. There are, 
however, one or two general remarks which can be made which 
are likely to be as offensive to many politicians, with their belief 
in a “ fair price,” as to those who, like Mr. Lerner, have been 
bewitched by the elegance of pure theory. 

(a) Leaving aside certain types of production specified by 
common sense, such as the provision of parks and monuments, 
probably the best advice the economist can give is that each 
enterprise, whether socialised or not, should be made to stand on 
its own feet and cover its own total costs whenever possible. 
This criterion, which should take precedence over the Marginal 
Rule, would tend to foster efficiency and economy in management, 
would give some guide to investment policy even if slightly in- 
correct and—very important—would tend to prevent political 
bargaining from determining the allocation of resources. Further- 
more, as Mr. Coase has pointed out,! the community as a whole 
would not be fleeced in order to subsidise the consumers of certain 
products. 

(6) Where marginal cost can be roughly equated with price 
without infringing (a) this should, of course, be done. In the 
case of increasing returns industries, for example, a two-part 
tariff should be introduced wherever possible, since this gives 
some sort of approximation to the ideal.” 


1 Economic Journal, April 1945. 
2 It is surely odd that Mr. Lerner, Mr. Meade and Mr. Fleming do not even 
mention this admirable device—which, it is true, owes its existence not to econo- 
mists but to the managers of public utilities for whom Mr. Lerner shows such scant 
respect. Cf., however, Mr. Coase, loc. cit. 
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(c) If we accept (a) we must reject the current assumption 
that, because this is the only way of preventing monopolistic 
exploitation, increasing returns industries should necessarily be 
socialised. Even when socialised it will probably be undesirable 
to apply the Rule, and the Government itself will have to resort 
to exploitation to some extent if rule (a) is to be observed and a 
two-part tariff is impossible. It is only when there is reason to 
believe that the monopoly is earning large profits over and above 
what might be regarded as reasonable that pricing policy provides 
a justification for State ownership. Even then, of course, 
pricing policy alone cannot provide a final answer, whether 
that answer be favourable to socialisation or not. 

(d) Of course, the principle of covering total costs cannot be 
enforced every year if there are general fluctuations in trade. 
It should rather be applied over a period with surpluses in good 
years and deficits in bad. More difficult is the case of a socialised 
industry faced with a permanent decline in the demand for its 
product. In these circumstances, private firms will go on pro- 
ducing so long as the excess over prime costs is greater than 
interest on the scrap value of the equipment. A socialised 
industry may have a large fixed-interest obligation without even 
an equity cushion, and it would be absurd to say that if these 
total costs cannot be met production should cease. The State 
could then adopt Mr. Lerner’s principles and offer to make good 
any losses so long as marginal costs were covered, but this is 
still, I suggest, an inferior solution which would lead to slack 
management. It would be better to write down the capital of 
the industry, with the State, of course, bearing the loss, and then 
tell the manager to cover total costs at the reduced level. Thus 
the manager would still have a definite obligation instead of a 
blank cheque. A subsidy of a fixed amount is another possi- 
bility. 

(e) In general, undertakings which can cover total costs 
should be made to do so, and if there is to be any exception to this 
rule, it should only be in the case of some old industries where 
capital is a very large proportion of total costs and where there 
is little likelihood of new investment. In such a case it might 
sometimes be justifiable to give a subsidy, but this should be of a 
fixed amount—fixed at any rate for a considerable period—and 
the management should then be told to cover total costs less the 
subsidy. Thus output could be expanded till it approximated 
more closely to the theoretical optimum. In no circumstances, 
however, should the State adopt Mr. Lerner’s policy, and offer to 
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make good whatever deficit emerged so long as marginal costs 
and price were equated. 

If such exceptions ! to (a) are to be made, it must be borne 
in mind, however, that this policy implies a degree of under- 
standing and discrimination which may well be absent in practice. 
At all events, the economist should place his main emphasis on 
the importance of covering total costs in order to avert the danger 
that quite indefensible subsidies may become widespread. For 
this reason it may be unwise to insert the thin end of the wedge 
even when, for more narrowly economic reasons, its insertion 
seems desirable.. 

T. WiLson 

London. 


THE BURDEN OF THE NATIONAL DEBT 


A Comment 


In his recent interesting review article on Professor Lerner’s 
book,? Mr. Meade wishes to establish “‘ that the existence of a 
national debt will have an adverse effect upon incentives ”’ (p. 
63). He evidently thinks that he can best demonstrate this 
important proposition by “ isolating ’’ the effect of the existence 
of a national debt “ as such ” on the national and taxable income. 
To do this he compares “two communities which are otherwise 
identical [my italics], but in the first of which there is no internal 
national debt, while in the second there is a national debt the 
interest on which is as great as the rest of the national income put 
together.” This method of isolation seems good common sense 
to simplify the issue. It must, unfortunately, be questioned 
whether any meaning may be attached to the answer resulting 
from such simplification. For any sensible purpose the national 
debt and taxation arising from it cannot be said to have an effect 
irrespective of the nature of the distribution of the national 
income, the distribution of national debt, the character of the tax 
system, a historic development of “‘ conventional needs ”’ deter- 
mining the marginal utility of income in the different social 
strata and the character of the productive process in the social 
framework determining the dis-utility of effort. 

1 There are other exceptions which are bound to be made, e.g., subsidisation 
to ensure adequate nutrition or safeguard military strength. These, however, 
fall into quite a different category and are not under discussion. 


2 Mr. Lerner on ‘‘ The Economics of Control’’, Economic JouRNAL, 1945, 
pp. 47-69. 
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Mr. Meade’s conclusion implicitly follows from the hypothesis 
that the two communities are “otherwise identical” and is 
logically unimpeachable. This expression, however, covers the 
strange assortment of assumptions that (a) the national debt is 
held proportionately to the current distribution of income, and 
(b) that taxation consists either of a proportionate income tax 
or a flat-rate purchase tax levied on all consumption and capital 
goods. The distribution of the national debt would presumably 
have to change year after year, or rather month after month 
and week after week, according to the variation of earnings. 
Only in this way will the real income of everybody in both com- 
munities coincide, while in the second earned income is reduced by 
taxation and is replaced by unearned income. Failure to change 
the distribution of the national debt would result in a dissimilar 
change in the average and marginal incomes of those whose 
earnings are disproportionate to the current distribution of the 
national debt, and their effort will change according to whether 
they are likely to increase or decrease their effort with increasing 
income. Should, however, taxation differ from that outlined 
under (b), again the influence of the existence of the national debt 
(or rather taxation necessitated by it) on the incentive to effort 
will depend on the relation between the tax burden on average 
to that on marginal income and the relation of the dis-utility of 
marginal effort to the utility of the corresponding marginal 
income. If, e.g., taxation falls on average income (capital taxes 
or indirect taxes) rather than marginal income, taxation is likely 
to have a stimulating effect.1_ The existence of a national debt 
can, moreover, under many circumstances have an inflationary 
effect through increasing liquidity. We cannot, however, in this 
context go into this further effect.2_ The abstraction from the 
factors outlined above, implicit in his assumptions, robs Mr. 
Meade’s conclusion of any real meaning. It is interesting that 
throughout the analysis of Mr. Lerner’s text he seems unaware of 
the heterodox reactions to income changes which were analysed 
by Professor Robertson shortly after the last war. 

There is a further point to be made. In the second example, 
in which he tries to evaluate the consequences of “ functional 
finance ”’ on the State budget and taxation, Mr. Meade argues that 
even if “ the necessary borrowing is as great as the total interest 
payable on the national debt ” (in which case there is no adverse 


1 Cf. “‘ Taxation in the Transition Period,” Oxford University Institute of 
Statistics, Bulletin, Vol. 7, No. 10, 1945. 
® Cf. “The Unimportance of a Capital Levy,” ibid., No. 2, Vol. 6, 1944, p. 44. 
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effect on incentives, ‘‘ the continued increase in the national 
debt will sooner or later bring the interest payable on it above 
the level of the budget deficit required to maintain employment.” 
As his example is static, i.e., the national income does not expand, 
surely this argument applies to both communities and must be 
taken as an argument against functional finance through deficits as 
such. If, however, the national income expands faster than the 
deficit required to maintain full employment, then the problem 
does not arise. 

A similar argument has been used to defend what might be 
termed “ neoclassical ” finance, i.e., the reduction of savings by 
taxation rather than anti-depression borrowing by the Govern- 
ment. But the defence of that scheme should really be based on 
social considerations, i.¢., the undesirability of the emergence of a 
rentier class which through inheritance etc. will further complicate 
the achievement of social justice. 

The danger in peace, on the contrary, is that this type of 
argument will be used not so much to strengthen a specific type 
of “functional finance” as to attack any form of functional 
finance. If taxes raised for carrying the burden of the national 
debt are deleterious to incentive, then all taxes, it might be argued, 
are inimical to progress. Indeed, the former Chancellor of the 
Exchequer in a recent debate on the Finance Bill! has already 
used the argument in this sense. An analysis of the implicit 
assumptions underlying it seemed therefore required. 

T. BaLocH 

Balliol College, 

Oxford. 


CURRENT Topics 

Tue Editors have been notified by various members of the 
Society that the JourNaL has not been regularly delivered to 
them. Any members whose JouRNALS have been arriving 
irregularly, or who know of others who have inadvertently lapsed 
from membership during the war, are asked to communicate 
with the Assistant Secretary of the Royal Economic Society, 
6 Humberstone Road, Cambridge, informing him of the address 
to which they wish their JouRNALS to be sent. 





TuE Editors would be glad to receive copies of the issue of the 
Economic JourNAL for April, 1945, and Memoranda Nos. 101, 
1 Sir John Anderson, Hansard, April 24th, 1945, Col. 695. 
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102 and 103 of the London—Cambridge Economic Service. A 
sum of 6s. 6d. will be paid to any members who care to send 
copies of the above in good condition to the Assistant Secretary, 
Royal Economic Society, 6 Humberstone Road, Cambridge. 





By the death of Sir H. Llewellyn Smith the Society has lost 
one of its last remaining links with its foundation fifty-four years 
ago. Sir H. Llewellyn Smith was one of the original Council, 
and has served on it ever since. He was made a Vice-President 
in 1934. We shall hope to publish an obituary in a forthcoming 
issue. 





WE record with deep regret the death during the war of 
Professor Achille Loria, for many years Italian Correspondent 
of the Royal Economic Society. The duties of Correspondent he 
performed with an unflagging zeal, far in excess of that of most 
others. The beautiful, but almost illegible, letters in which he 
informed us of new books on economics worthy of inclusion in 
the New Book List of this JouRNAL were at once the joy and 
despair of the Editors. We hope to publish an Obituary Notice 
by Dr. Einaudi in a forthcoming issue. 





WE have heard with regret of the death of Professor Maurice 
Ansiaux, the distinguished Belgian economist, which took place 
shortly before the liberation of his country. He was the author 
of a Treatise on Political Economy, in four volumes, which is 
widely used in French universities. 





WE have also learned with regret of the death of William 
Oualid, the well-known French economist of Algerian origin. He 
had been Professor of Industrial Economy at the University of 
Paris till the German occupation, when he was dismissed. His 
numerous writings covered a variety of subjects, particularly 
labour questions and colonial economic problems. 





THE death of Adam Collier in a climbing accident in Scotland 
during September 1945, has deprived us of a young economist of 
very great promise. He was the best man in an exceptional 
vear at Glasgow. He worked subsequently with the Scottish 
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Economic Committee, with Barr and Stroud’s during the early 
war years, and since 1942 in the Programmes and Planning 
Division of the Ministry of Production, where his work had been 
of very great value and importance. With the Scottish Economic 
Committee he developed a passionate interest in the social and 
economic development of the Highlands, and throughout the war 
years his scanty leisure continued to be devoted to it; the book 
on which he was working was almost ready for publication at the 
time of his death. For one so young (he was thirty-one when 
he died) he had a surprising maturity and soundness of judgment, 
combined with an ease and assurance and a quiet humour. A 
great future would have been before him. 





THE following have been elected to Official Fellowships in 
Nuffield College, Oxford :—Mr. D. N. Chester, M.A. (Admin.), 
Manchester; Mr. J. R. Hicks, M.A., Oxford, D.Sc., London, 
F.B.A.; and Mr. Alexander Loveday, M.A., Cambridge, Hon. 
D.Litt. McGill. 

Mr. Chester, who was formerly Lecturer on Public Adminis- 
tration in the University of Manchester, and.a Rockefeller 
Fellow, has been engaged during the war in the Economic Section 
of the War Cabinet Secretariat. 

Mr. Hicks is at present Professor of Political Economy in the 
University of Manchester and was formerly a Fellow of Gonville 
and Caius College, Cambridge, and a lecturer at the London 
School of Economics. He is the author of The Theory of Wages, 
Value and Capital, and (with Mrs. Hicks) of a series of works on 
National and Local Finance. 

Mr. Loveday has been in the service of the League of Nations 
since 1919 and is at present Director of the Economic, Financial 
and Transit Department of the League. He will be unable in 
any case to assume his new duties in Oxford before the academic 
year, 1946-47. 





Mr. G. D. A. MacDovucatt has been elected a Fellow and 
Lecturer in Economics at Wadham College, Oxford. 





Mr. J. H. RoMANEs writes as follows: “‘ The ‘ Muir’ portrait 
of Adam Smith, which attracted the notice of the late Professor 
W. R. Scott and is referred to by him on p. 108 of Adam Smith as 
No. 220—VOL. Lv. HH 
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Student and Professor, has now been acquired by the Scottish 
National Portrait Gallery by gift from the owner. 

“‘ The portrait was for many years in the possession of a family 
named Muir in Kirkcaldy, and the late Mr. John Y. Lockhart of 
that town, who did so much locally to stir up interest in Adam 
Smith (vide Dr. Bonar’s Catalogue, 2nd Ed., p. viii), wrote in an 
article on the portraits of Adam Smith in the Fifeshire Advertiser 
of March 16, 1912: ‘ The best representation in an oil portrait 
is the one now in the possession of Mr. John H. Romanes, W.S. 
Edinburgh, which formerly belonged to Mr. Muir, hairdresser, 
Kirkcaldy, with whom and in whose family it remained for 
about ninety years (from 1800 to 1890). Here the figure is shown 
half-length, turned in three-quarters to the spectator’s right, a 
position, be it noted, quite different from all the other representa- 
tions by Tassie and Kay, and the proportions of the head and 
figure give the suggestion of a tall man. The full forehead and 
the clear benevolent expression of the eyes, which are hazel 
brown in colour, give the impression of a deep thinker, and in 
no other portrait does Professor Stewart’s description of his 
“features being brightened with a smile of inexpressible 
benignity ” come so near realisation as in this one. . . . The 
name of Mr. John Muir, hairdresser, 208 High Street, appears 
in the Kirkcaldy Directory for 1834, and it is to that family 
that it belonged. The older gentlemen of the present day recall 
the days when Muir the hairdresser had his shop at what is 
now No. 129 High Street, so that by the year 1860 Mr. Muir 
had doubtless been obliged to change his place of business. He 
is described as being then an old man, with the reputation of 
being a gentleman of taste and culture. How he came to be 
in possession of this fine portrait and by whom it was painted is 
unknown, but it remained in his family in Kirkcaldy until 1890 
when it was removed to Edinburgh.’ 

“Mr. Stanley Cursiter, R.S.A., the Director of the National 
Scottish Portrait Gallery, has for long interested himself in the 
portrait. He has documentary evidence that another portrait 
of Smith besides the Tassie medallions and the Kay sketches 
existed. This does not necessarily contradict Dugald Stewart’s 
statement that Smith never sat for his picture; but Dr. Scott, 
discussing the Muir portrait, has suggested that ‘ if it was painted 
after Adam Smith’s death, the artist must have had a vivid recol- 
lection of his. subject.’ ” 

It is hoped that further light may yet be thrown on its origin. 
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Problems of Integrating Federal Statistics: S. A. Rick and OTHERS. 
Management of Field Work and Collection of Statistics : J. C. Bevis and 
Orners. Calculation of Chi-Square for Complex Contingency Tables : 
H.W. Norton. A Common Error Concerning Kurtosis : I. KAPLANSKY. 


American Economic Review. 

May 1945. (Papers and Proceedings of the Fifty-seventh Annual Meeting 
of the American Economic Association.) Consumption Economics : 
K. E. Boutpine, J. P. Cavin, and J. J. O'Leary. Hxpanding Civilian 
Production and Employment after the War: A. R. UpGrEen and P. G. 
HorrMan. Natural Resources and International Policy : H. ¥. Wita1aM- 
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son, E. I. Korok and E. Gutesincer. Interdepartmental Courses in the 
Social Sciences: L. M. Hacker. Price Control and Rationing in the 
War-Peace Transition : D. H. Watuace, J. M. Cirarx, C. Witcox and 
MERLE Fatnsop. Organised Labor and the Public Interest : S. SLICHTER 
and R. M. C. Lirrter. Aviation in the Postwar World: K. T. Heaty 
and Quincy Wricut. International Monetary and Credit Arrangements : 
I. DE Vecu, W. FELLNER and W. R. Garpner. The Political Economy 
of International Cartels : T. J. Kreps and R. A. Brapy. Fiscal Prob- 
lems of Transition and Peace: W.L. Crum and A. G. Harr. Problems 
of Regionalism in the United States: J. V. van Sickie, L. Woxcorr 
and W. M. Korimorcen. Food and Agriculture; outlook and policy : 
H. R. Totizy and J. B. Canninc. Agricultural Price Supports and 
their Consequences: E. J. Worxtne. The Function of Government in 
Postwar American Economy: J. W. BELL. 

JUNE 1945. Lauderdale’s Oversaving Theory: F. A. Ferrer. The Future 
of Keynesian Economics : D. McC. Wricur. The Choice of Exchange 
Rates after the War: G. Haserter. Wage Control in Wartime and 
Transition: H. Henie and 8. H. UNTERBERGER. Experience Rating in 
Unemployment Compensation: C. A. Myrers. Full Employment in a 
Free Society : A. Smrrutes. A Cross Section of Business Cycle Discussion : 
J. MARSCHAK. 


Econometrica. 

Juty 1945. Regional Variation in Cyclical Fluctuation Viewed as a 
Frequency Distribution: R. Vusine. Mortality Characteristics of 
Physical Property Based wpon Location Life Table and Re-use Ratios : 
C. B. Benson and B. F. Kumpaty. The Failure of the Unit-Summation 
Procedure as a Group Method of peeenenne 4 Depreciation : B. F. Krmsatu. 
Nonparametric Tests against Trend: H. B. Mann. Nonlinearity in the 
Relation between Input and Output: the Canadian Automobile Industry, 
1918-1930: V.E.Smrre. Price and Volume: C. W. Coss. 


The Journal of Economic History. 

May 1945. Origins of the American Business Corporation : O. HANDLIN 
and Mary F. Hanpuru. The Realism of Saint-Simon’s Spiritual Pro- 
gram: W. Srarx. Business Manuscripts: a pressing problem: A. H. 
CoLtE. The New York Committee on Business Records; T. C. CocHran. 
Medieval Money and Banking : A. H. Srocxprer. Labor History : 
W. M. LEIsERson. 


Harvard School of Business Administration. 
BULLETIN No. 122. ew Results of Department and Specialty Stores 
in 1944: M. P. MoN 
Buttetin No. 123. pm and Profits of Limited Price Variety Stores 
in 1944, Chains and Independents: Ex11izaBeTH A. BURNHAM. 


Journal of Farm Economics. 

Aveust 1945. Farm Technological Advance and Total Population Growth : 
J. M. Brewster. Research Determination of Economies of Scale : 
R. G. Bresster. Costs of Federal Agricultural Activities ; their meaning 
and classification for purposes of economic analysis: E. F. SHEPARD. 
War-time Price Control of Fresh Citrus Fruita: J. W. Rerrz. A Pro- 
posed World Trade Board for Expanding International Trade: F. F. 
Exuiotr. Agricultural Credit Policy in the United States, 1945: J. D. 
Buiacx. The Agricultural Economics Program of China: Pao-CHuan 
Cuao. A Public Farm Land Appraisal Service—its desirability and 
practicability: KK. Branptr. Old-age Security for the American Farm 
Population: D. K. ANDREWs. How would a Federal Sales Tax Affect 
Farmers? : T. F. Hayaoop. Postwar Planning and the Rural-Urban 
Balance: A. P. CHEw. 


Foreign Affairs. 
JuLty 1945. America at War: Victory in Europe: H. W. BaLpwin. 
Liberated Europe: the Economic Inexorables: A BritisH OFFICIAL. 
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The Rebirth of the French Spirit: A. Srearrimep. The Treatment of 
Germany: J. Viner. Cartels, Patents and Politics: W. HamiItron. 
The British Commonwealth as a Great Power: H. D. Harti. Political 
Aspects of Foreign Loans: H. Frits. National Power and Foreign 
Policy: G. Kirk. Which Way Will Farmers Turn ?: T. W. ScHULTz. 
New Social Forces in India: B. Sarva Rao. Our Mineral Resources 
and Security: E. W. Peunrson. The British Labor Party: Prospects 
and Portents: A. L. Rowse. Population Trends in the Orient: F. 
LormerR. The Future of Tangier: G.H. Stuart. The Bombay Plan : 
P. S. LOKANATHAN. 


Revue d’Economie Politique. 

Marcx—Apnrit 1940. L’étalon d’or a-t-il existé: B. NoGcaro. Les débuts de 
V'économie de guerre en France: W.Ovatip. Une introduction a l’étude 
de Véconomie politique: Frangois-PErrRoux. Le démembrement moné- 
taire de la Pologne : R. SEDILLOT. 

May 1940. Les dépenses militaires sont-elles productives ?: U. Ricct. La 
criée publique a Fés : G.-H. Bousquet and J. Beraues. Les problémes 
du coton américain a la veille de la guerre: R. BERTRAND. Pour la 
conservation et l’utilisation des archives bancaires : A. DAUPHIN-MEUNIER. 

Juty 1940-DecemBER 1944. A propos de l’expérience monétaire belge : 
Cu. Rist. Le probléme des trois secteurs: G. Prrov. La mise en 
équation des problémes économiques: B.Noaaro. Les banques d’émission 
de Etat: F. Perroux. Monnaie et réglements internationaux: J. 
MUSTELLIER. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik. 

Fesruary 1945. Galiani als Nationalékonom: L. Eryaupti. La partici- 
pation de la Suisse a la reconstruction économique de l’Europe: P.-R. 
Rosset. L’influence directe du taux de Vintérét sur Vépargne: M. 
Hemo. LErhebungen iiber Haushaltungsrechnungen in den Vereinigten 
Staaten und der Schwiz : W. Kut. 

Aprit 1945. Sismondis Stellung in der Geschichte der Nationalékonomie : 
A Amonn. Die Preisausgleichskassen als Mittel der staatlichen Preis- 
politk: H. Sreser. Line statistische Verifikation der Bernoullischen 
Hypothese tiber die Grenznutzenfunktion des Geldes: H. DUTSCHLER. 
Rente und Landwirtschaftszins in ertragstheoretischer Betrachtung mit 
besonderer Beriicksichtigung der Forstwirtschaft : K. Durr. 

JUNE 1945. Le simili-rationalisme dans Véconomie politique a apparence 
rationaliste: F. Outks. Bedarf die Nationalékonomie der Lehre vom 
Subsistenzmittelfonds ?: W. A. JoéuR. Remarques sur le théorie du 
capital en économie libre et en économie dirigée: E. Boneras. Uber 
Begriffsbestimmungen in Nationalékonomie und Statistik: A. ScHwaRz. 
Ein Beitrag zum Gleichgewichtsproblem der internationalen Wirtschafts- 
beziehungen : K. BRUNNER. 

Aveust 1945. Nationale und internationale Preispolitik im Lichte der 
Erfahrung: P. Jacossson. Preisindexzahlen und ihre Bedeutung fiir 
die nationale und internationale Preispolitik : W. Kutu. La réintegra- 
tion de la Suisse dans l'économie mondiale d’aprés-guerre : P.-R. Rosset. 

OcToBEeR 1945. Hin Neues soziologisches Schema: A. GRaBowsky. La 
notion de société et Vhypothése du champ collectif: J. DE LA HARPE. 
Zwei Grundbegriffe der Familiensoziologie : R. Kénta. 


Moneda Y Crédito (Madrid). 

No. 12, Marcu 1945. La Politica inglesa ante el problema del paro: 
A. P. ZENTLER. El Seguro en el complejo econdémico integral: A. L. 
Sanz. Lo econdmico en la politica de Roma: J.P. LENERO. Apuntes para 
la determinacién de un concepto del seguro social : M. L. LEGUINA. 

No. 13, June 1945. El cdleulo de la renta nacional de los paises agricolas : 
A. GUERREIRO. Las Ilevaderas alcabalas: R. CaranpDE. La politica 
de ocupacién total y los ciclos econémicos: L. OLARIAGA. Conceptos 

elementales acerca de la autarquia econédmica: J. M.N. Mora. “ El 

camino hacia la servidumbre,” del professor Hayek : V. A. ALVAREZ. 
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Revista de Estudios Politicos (Madrid). 

Vox. IX, No. 18. Politica naval de la Esparia moderna y contempordnea : 
M. F. AtmaGcro. Sobre las formas de la libertad: E. Acuapo. Calo- 
marde y la derogacién de la pragmatica : F. S. VERDEGUER. 

Vou. X, Nos. 19-20. Nuevo sentido de la justicia social: A. M. ArTaso. 
La razén practica y la politica: L. E. Patacios. Perfil actual de Donoso 
Cortés: J.C. Grav. 

Vou. XI, No. 21. Liberalismo y libertad en Europa: J. A. MARAVALL. 
Politica naval de la Espatia moderna y contempordnea : M. F. ALMAGRO. 
La alianza angloespatola en el aio 1623 : L. Rosaes. 

SUPLEMENTO DE Poritica Socrat, No. 1. Las instituciones sociales en 
Espana en la Alta Edad Media: A. G. Gatto. La teoria del Contrato 
de Trabajo en el Derecho vigente : E. P. Bottsa. 

No. 2. Las instituciones sociales en Espatia en la Alta Edad Media: A. G. 
GaLLo. El despido por crisis en el Derecho espariol : H. M. CASESNOVES. 

Ekonomisk Tidskrift. 

JuNE 1940. How to Pay for the War: Karin Kock. Price-quantity 
Relations in Swedish Foreign Trade, 1920-1937: J. Akerman. Price 
Control and Cost Calculation in an Isolation Crisis, II : S. CaRLSon. 

SEPTEMBER 1940. The Utilisation of Productive Resources in a Situation of 
Partial Isolation: Brertm Onin. The Depopulation of the Countryside 
and the Flight from Agriculture : C. E. QUENSEL. 

DECEMBER 1940. Technology and Technologists in the Early Swedish 
Engineering Industry: T. GArptunp. The Fall in Productivity and 
Risk of Inflation: G. AkeRMAN. 

Marcu 1941. Continental Blockade Today and in Earlier Times: E. F. 
HECKSCHER. Some Remarks on the Pricing of War Goods : R. Rausina. 
Economic Development in the Swedish Provinces during the Inter-war 
Period: J. Akerman. On the Concepts and Methods of the Stockholm 
School (Review of Myrdal’s “‘ Monetary Equilibrium”): T. PaLanpER. 

JUNE 1941. Public Finance and Monetary Policy in Sweden: D. Ham- 
MARSKJOLD. Professor Lindahl on Dynamic Theory: BrErtt OxLIN. 

SEPTEMBER 1941. Some Critical Remarks on the Concept of the Net Repro- 

. duction Rate: C. E. QuENSEL. Professor Ohlin on Dynamic Theory : E 
LinDAHL. Econometric Business Cycle Theory : C. WELINDER. Limita- 
tions to Price Rise and Price Policy : E. LUNDBERG. 

DECEMBER 1941. The Planned Economy. Some Aspects of Swedish 
Experience during the War: I. SvenNitson. On the Early Swedish 
industry in Wooden Goods: T. GARDLUND. Some Questions of Method 
in Dynamic Theory: Bertm OLIN. 

Marcu 1942. David Davidson: In Memoriam. Economic Calculus and 
Causal Analysis: J. Akerman. Sketch of an Institutionalist Interest 
Theory: C. WELINDER. Questions of Method in Dynamic Theory : 
E. Linpauu. 

JUNE 1942. Capital Formation in Sweden: E. Lirypant. The Social 
Philosophy of Alfred Marshall: some notes on the centenary: T. GArp- 
LUND. 

SEPTEMBER 1942. Modern Features in the Discussion of Economic Problems 
in Sweden at the End of the Eighteenth. Century: E. F. HecxscHer. 
Employment Policy in Denmark, 1930-38 : J.8. Dicn. The Analysis of 
Economic Structure: some aspects of the problems of economic develop- 
ment and business cycles: E. Danmen. 

DECEMBER 1942. The Recent Rise in the Birth Rate: H. Hyrenrus. The 
Standard of Living and the Danger of Inflation: E. LuNpBERG. Keynes’ 
“* General Theory” and its Application to the Theories of Interest, Prices 
and the Multipler : T. PananpEr. 

Marco 1943. Sweden’s Economic Policy during the First and Second 
World Wars: J. Axerman. The Stockholm School and the Quantity 
Theory of Money: an analysis of variations in the amount of money, 
liquidity, purchasing power and prices: Bertit Onin. A Note on the 
Capital Levy: G. Myrpau. Econometrics and Economic History: T. 
GARDLUND. A Reply: Karin Kock. 
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JuNE 1943. Sweden’s Monetary and Price Policy after the War: E. 
Linpaut. The Okosirk-system (the system of economic circulation): R. 
Friscu. The Monetary Theory of the Stockholm School (arising out of Prof. 
Ohlin’s article): J. PEDERSEN. Post-war Problems of International 
Currency, viewed against the Background of the Keynes and White Plans : 
K. B6ox. 

SEPTEMBER 1943. Malthus and Scandinavian Population Development 
during the Eighteenth Century: E. F. Hecxscuer. Price-stabilizing 
Factors in a Seller’s Expectation of Demand : H. Dickson and A. Osr- 
LInD. Our Price Policy after the War: G. Axerman. Liquidity, 
Wages and Monetary Theory : Berti OHLIN and J. PEDERSEN. 

DECEMBER 1943. Social Problems after the War: J. Akerman. Some 
Swedish Employment Problems: I. SVENNILSON. A Census in 1945 ; 
and its Programme ?: C. E. QuENSEL. Inflation versus a Price Rise 
due to Scarcity of Goods : C. WELINDER. 

Marcu 1944. War-time Savings and Monetary Equilibrium in the Peace- 
time Economy: B. JoserHy. Market Forms and the Conditions for 
Monopolistic Co-operation among Producers: I. SunpBom. On the 
Concepts and Methods of the Stockholm School: H. Brems. 

JUNE 1944. A Chapter in the Swedish History of Landed Property: E. F. 
HecxscHer. From Quantity Theory to Elasticity Theory: E. PETERSEN. 

SEPTEMBER 1944. The Mechanics of a Semi-socialised Economy: J. 

RMAN. Saving in an Emergency, the Danger of Inflation and the 
Public Debt : H. Dickson. 

DECEMBER 1944. The General Scientific Outlook of the Universities and 
Free High Schools : G. Myrpat. Marginal Taxes on Personal Incomes : 
G. LinpGREN. An Outline of the Prospective Balance of Man-power in 
Sweden: G. AHLBERG and I. SVENNILSON. 

Marcu 1945. The Development of Economic Statistics : J. Akerman. The 
Economic Effects of International Trade: L. Porzsoutr. Saving, Excess 
Purchasing Power and Liquidity : B. Kraau. 

JuNE 1945. What did the German Occupation Cost Norway ?: E. PETER- 
SEN. Multilateralism in Sweden’s Foreign Trade: I. Geruarp. The 
Planning Commission and the Employment Problem : Karen Kock. 

SEPTEMBER 1945. The Early Economic History of Swedish Agriculture : 
E. F. Hecxscuer. The Problem of the Trade Cycle in the United States : 
B. Ontrn. The Calculation of the Net Reproduction Rate : H. HyRENtvs. 


Index. 

INDEX, No. 165. SrpremMBer 1945. Economic Survey, September 15, 
1945. 

L’Egypte Contemporaine. 

JANUARY-FEBRUARY 1945. La liberté de la parole en Egypte (en arabe) : 
ABDEL Hamip Bapaoulr Pacua. The definition of “ Inflation”: J. I. 
Craic. La circulation fiduciaire et les prix en Egypte depuis 1939: A. 
Eman. From the Middle. Hast Monetary Conference to Bretton Woods : 
S. Lackany Bry. Les problémes économiques américains d’aprés guerre : 
M. Messiqua. Misunderstanding about full employment : J. DoBRETSs- 
BERGER. The Bretton Woods International Finance programme : 
MAHMOUD SALEH EL FALAKI. 


Mirovoe Khoziaistro i Mirovaia Politika 
(World Economy and World Politics), Moscow. 


Nos. 7-8, 1944. The Rout of the Hitlerite Army on the Soviet-German Front : 
J. Vototskor. Concentration and Centralisation of Production and of 
Capital in Wartime : E. Varca. Three Years of the Struggle for National 
Liberation in Yugoslavia : K. Dimrrrov: At the National Convention in 
Chicago: V. Lan. Italy in the Struggle against Fascism : 8. SLopopsky. 
The Economy of France under Conditions of Occupation : N. MNOGOLET. 

No. 9, 1944. The Destruction of Germany’s “‘ Place d’Armes”’ in the 

Balkans: Z. Lippat. Fascist Methods of Corruption of the German 

People: KR. Levrina and I. Goxtpstemn. Productivity of Labour in 
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England and U.S.A.: M. Rosman; Canada at the Present Stage: I. 
Sosensky. The Resignation of Tojo and the Situation in Japan: H. 
Eipus. The Development of Commercial Aviation in U.S.A. in War- 
time: N. Lazarev. Tendencies in Rubber Production: V. LruBimova. 

Nos. 10-11, 1944. Before the Decisive Assault on Germany: I. Lemin. 
The Victory of Roosevelt: V. Lanz. China in the Seventh Year of the 
War of Inberation: V. Mastennrkov. Some Questions of Post-war 
Competition: Y. VintsER. The Agricultural Economy of France in 
Conditions of War and Occupation : M. Comex. 

No. 12, 1944. Demographic Changes in Wartime and their Consequences : 
E. Varca. The Agrarian Question and Agrarian Reform in Poland : 
I. Gotpstermn. Events in Hungary: B. Focarast. The War and the 
World Market for Timber: V. Suue~p. Sweden in the War Years: 
Y. Secau. The War in Europe and International Relations in the Far 
East, 1939-1941 : V. AVARIN. 

No. 1, 1945. The Decisive Réle of the State in the War Economy of Capitalist 
Countries: E. Varca. International Relations in 1944: I. Lemun. 
Liberated France: P. Stepntax. The Economic Peculiarity and the 
Political Expansion of German-Fascist Imperialism : R. Levina and I. 
GOLDSTEIN. Post-war Questions of Foreign Trade Policy: L. Frey. 
Some Data from the 1940 Agricultural Census in U.S.A.: M. PEVSNER. 
Problems of British Shipping : 8. VISHNEPOLSKY. Hungary : Z. LippPat. 

STATISTICAL SUPPLEMENT, JAN. 1945. 30-page statistical summary of out- 
put, prices, foreign trade, monetary circulation, state finances and economic 
indices for the leading countries of the world. 

Nos. 2-3, 1945. War Finance and Inflation: I. TrRacHTENBERG. The 
Crimea ‘Conference : P. Lisovsky. Collabgrationism in France, 1940-4 
L. Borovor. Problems of Partial Demobilisation of American Industry : 
V. CHEPRAKOV. Post-war Plans for Nationalisation in England and 
U.S.A.: Y. Vuntser. The Danubian Waterway and its Economic 
Significance: V. Canna. Summary of a Discussion at the Institute of 
World Economy on the Post-War Industrial Cycle, opened by E. Vara. 

No. 4, 1945. The World Trade Union Conference in London: §8. 
ZacHAROV. The Situation in Italy: 8S. Stospopsxor. War Activity in 
the Pacific Ocean: K. Porov. The Second World War and Changes in 
Industry in U.S.A.: M. Boxsurrsky. The German General Staff : 
Instrument of German Aggression: G. Brspatov and D. MELamip. 
Railway Transport in U.S.A. and its Post-war Perspectives ; I. DREIZEN- 
sHTOK. The Influence of War on the Automobile Park of U.S.A.: R. 
Kucet. Berlin: B. FoGarassHt. 

No. 5, 1945. World-Historical Victory: I. Lemtn. The Course of the 
Industrial Cycle after the End of the 1 War in Europe: E. Varaa. The 
Development of the Armament Strength of the Powers in the Course of the 
Second World War: 8S. Visunov. The Memory of a Great President : 
A. TROYANOVSKY. Apologetics for the Military State in German Ideology : 
P. Levinas and I. Gotpstern. Japan’s Ocean Transport and the War in 
the Pacific Ocean: E. PIGULEVSKARA. 

No. 6, 1945. Two Defeats of German Imperialism: B. Focarasni. The 
Agrarian Question and Agrarian Reform in Rumania: K. Drrrrov. 
Land Reform in Hungary : A.Gurevicu. After the Elections in Finland : 

Y. Inunsky. German Reparations after the First World War: E. 

GORSHINKEL. Postwar Problems of Black Metallurgy in U.S.A.: A. 

RevutsBera. A Short Review of the Geography of Living Space for All : 

ACADEMICIAN L. Prasotov. The Kiel Canal: Y. SEGAL. 
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NEW BOOKS. 


British. 


Barga (I. and A.). Spain in the Post-war World. London: 
Fabian Publications and Victor Gollancz, 1945. 8”. Pp. 28. Ils. 

[The authors of this Fabian pamphlet fear there is a great danger that Nazi- 
German influences and many of the worst features of Spanish conservatism may 
be perpetuated, even if there is a nominal change of government. There must 
be a real change, not merely a ‘‘ superficial change of political labels and figure- 
heads in Spain (such as the so-called charter of civil rights and the re-shuffle of 
the Government in July 1945). This would be a menace to a would-be demo- 
cratic world, and sheer disaster for the Spaniards.’’ Agreement has been reached 
by Republican Spaniards, the authors say, on three points: (1) The Republic 
has to be restored on the basis of the Constitution of 1931, and all changes in it 
will be carried out in the form laid down by this extremely elastic constitution. 
(2) The returning legal Republican Government (supported by all the Republican 
parties in exile) will have to declare, as a first step, a general and total amnesty 
for both sides, and to decree new general elections, until which it acts as a care- 
taker government. (3) From the first day. of the restoration of the Republic, its 
authorities will have to act with full powers and complete energy to prevent and 
suppress acts of reprisals. ] 


BuHaTawDaKER (M. V.). Our Sterling Balances. Bombay: 
Padma Publications, Ltd., 1944. 7”. Pp. viii +47. Re. 1. 

{A clear and competent survey of the origin and extent of India’s sterling 
balances and of the possibilities of loss through depreciation or limitations on 
conversion or repudiation (the latter of which the author considers unlikely). 
** A complete blocking of all our sterling balances is a remote possibility next to 
an impossibility,’’ but the spending of them may be “‘ so regulated by exchange 
control that we cannot import anything except consumers’ goods’’; but unless 
the list of exports on which the balances can be spent is very restrictive, the 
author does not think that India’s loss is likely to be great, A more serious 
possibility, he thinks, is that the size of the balances may be reduced by debiting 
the payment for services of troops (which is estimated to account for about a half 
of the accumulated balances) to the Indian Government. As regards the disposal 
of these balances: it would be unwise either to spend them immediately in large- 
scale purchases of machinery, since this would have effects on prices unfavourable 
to Indi a, or to convert them into dollars.] 


Change No. 6. Britain and her Birth-Rate. London: John 
Murray (for the Advertising Service Guild), 1945. 84”. Pp. 244. 
21s. 

[To be reviewed. 

CHARLESWORTH (J.). Palmer’s Private Companies. London: 
Stevens & Sons, 1945. 7}”. Pp. 96. 2s. 6d. 


[Economists interested in forms of business administration will find this brief 
study very useful. | 

CLARK (LEONARD). Alfred Williams: his Life and Work. Oxford : 
Basil Blackwell, 1945. 84”. Pp. xi-+ 206. 17s. 6d. 

[To be reviewed. | 


CoLE (Marcaret). Beatrice Webb. London: Longmans, Green, 
1945. 8%”. Pp. 197. 10s. 6d. 
[To be reviewed. | 


Cote (MarGaret). The General Election 1945 and After. 
London: Fabian Publications and Victor Gollancz, 1945. 8”. 
Pp. 29. Is. 


[The purpose of this Fabian pamphlet is, as Mrs. Cole says in her preface, 
‘* first, to analyse the election figures, to show in detail how the victory came 
about, how solid it is and on what based; secondly, to tell how the Labour Party 
grew to be where it stands today and to compare its position in 1945 with that of 
the Liberals in the days of their last triumph; and thirdly, to suggest certain 
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essential things which merit the attention of both ministers and their supporters, 
if the victory is to be (a) long-lasting, and (b) more than a triumph at the polls.’’ | 

Colonies and International Conscience. London: Fabian Publi- 
cations and Victor Gollancz, 1945. 8”. Pp. 36. 1s. 6d. 


[This pamphlet, after reviewing the recent history of Colonial administration, 
urges that the San Francisco Charter did not go far enough, and that all Colonial 
territories, and not merely ex-enemy colonial territories and-ex-mandates, should 
be brought under international supervision. ] 

Durr (C.) and Others. Freedom for Spain! London: Interna- 
tional Publishing Company, 1945. 84”. Pp. 32. 9d. 

{Included in this political pamphlet are two chapters on the Spanish Agrarian 
System and on the Spanish Labour Movement. |] 

EIcHELGRUN (G.). Palestine Income Tax Guide, and Statutes 
Supplement, 1945. Pp. 51. Haifa, Palestine: Paltax Publishers 
(London: Sweet & Maxwell), 1945. 94”. Pp. xviii + 235. 60s. 

[This book, while primarily concerned with the local problems of Palestine 
income tax, deals in wider terms with a number of more general issues, including 
capital profits, foreign trade profits and computation of trade profits. ] 

FEDERN (R.). Peace, Prosperity, International Order. London : 
Williams & Norgate, 1945. 84”. Pp. viii + 167. Paper, 10s. 6d. 
Cloth, 12s. 6d. 


[This book, written in the main in 1944, is a few chapters of a more compre- 
hensive volume entitled Integral Democracy : A New ‘‘ Contrat Social’’ which 
the author hopes to publish. ‘‘ This book,’’ states the author, ‘‘ does not claim 
to be a scientific work. Scientific terminology applied to moral problems is all 
too often incongruent with reality; and reality in the moral sphere can generally 
be better discerned by intuition than by eclectic analysis, using abstract terms 
which inevitably neglect many of reality’s: essential features.’’ The various 
chapters are entitled “‘ The Subject/Object Control,’’ ‘‘ This Fateful Time,”’ 
‘* International Jurisprudence and Common Sense,”’ ‘‘ The Essential Features of 
the International Government,’’ ‘‘ Disarmament and Non-Armament,”’ ‘‘ Le 
of Nations or Bank of Nations?’’, ‘‘ Peace and the Problem of Sovereignty,” 
‘** Punishment of War Crimes,’’ and ‘‘ A Prophecy and Outlook for the Future.’’| 

FisHer (A. G. B.). Economic Progress and Social Security. 
London: Macmillan, 1945. 8}”. Pp. xi + 362. 18s. 


[To be reviewed. ] 


Fogarty (M. P.). Prospects of the Industrial Areas of Great 
Britain. (Nuffield College Social Reconstruction Survey, edited by 
G. D. H. Cole and A. D. Lindsay). London: Methuen, 1945. 8}”. 
Pp. xxxv + 492. 32s. 

[To be reviewed. ] 

FRAENKEL (E.). Military Occupation and the Rule of Law. 
Occupational Government in the Rhineland 1918-1923. London: 
Oxford University Press, 1945 (New York, 1944). 8}”. . Pp. xi + 267. 
16s. 

[A study of the Rhineland occupation after the last war. It is largely con- 
cerned with legal and administrative problems, but these inevitably touch also 
on economic questions. ] 

Fossett (G. E.). Farming Systems, from Elizabethan to Victorian 
Days in the North and East Ridings of Yorkshire. York: Castle 
Museum, 1944. 84”. Pp. 42. 

(This small pamphlet, by an author whose contributions to the Economic 
JOURNAL will be familiar to readers, gives a short account of farming systems in 
the North and East Ridings of Yorkshire from Elizabethan to Victorian days. | 

Gaver (D. R.). Federating India. Poona: Gokhale Institute of 
Politics and Economics, 1945. 8}”. Pp. 107. 12s. 


[A brave attempt to study analytically the problems of making and maintain- 
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ing a Federation that can include the Hindus, the Moslems, the Indian States 
and the other various elements in a unified India. ] 


Gaver, (D. R.). Poona: a Socio-Eccnomic Survey. Part I. 
Economic. Poona: Gokhale Institute of Politics and Economics, 
1945. 10”. Pp. 300. 30s. 

[A very detailed economic and industrial survey of Poona which analyses the 
population, industries, trade and transport of the municipality. } 


Ganpui (M. P.) (Ed.). The Indian Cotton Textile Industry (1944 
Annual). And companion volume, List of Cotton Mills in India 
Working and Projected (1944). (Pp. xxvi. Re. 1.) and Handloom 
Weaving Industry in India (Pp. 28. Re. 1.). Bombay: Gandhi & 
Co., 1945. 10’. Pp. xxxvi+ 114. 10s. 

[This Annual provides once more a detailed survey of the Indian cotton 
industry. The authors look forward to the future with optimism, “ in view of the 
world scarcity, we confidently feel that the Indian industry has nothing to worry 
for some years at least . . . it will be years before a depression in the world 
textile industry may at all emerge.’’ The annual needs of India are put at a 
minimum of 7,200 million yards in the near future. Against this the present mill 
output is about 4,800 million yards and the handloom output about 1,500 million 
yards. The revised list of cotton mills is intended as a supplement to the survey. 
The pamphlet on handloom weaving provides useful estimates of the scale of 
that industry, its relations to the mill industry, and the forms of entrepreneuring 
(somewhat reminiscent of early days in the British cotton industry) which are 
associated with it.] 


Hicks (J. R. and Ursuta K.). The Incidence of Local Rates in 
Great Britain. Occasional Paper No. VIII of the National Institute of 
Economic and Social Research. London: Cambridge University 
Press, 1945. 94”. Pp. viii + 64. 6s. 


[To be reviewed. ] 


Krrxatpy (H. S.). Industrial Relations in Conditions of Full 
Employment. London: Cambridge University Press, 1945. 7}”. 
Pp. 26. 1s. 6d. 

[Prof. Kirkaldy’s Inaugural Lecture as Montague Burton Professor of 
Industrial Relations in the University of Cambridges The broad conclusions 
that he reaches are perhaps best summarised in his own words ‘‘ The problems 
of industrial relations in conditions of full employment are real but they should 
not be exaggerated. They can be handled successfully and the difficulties 
overcome if those responsible for industrial negotiations approach them with a 
real desire to make the system work, if they can devise means for dealing effectively 
with unauthorised and unofficial action within their own ranks, and if the field 
of controversy in industrial relations can be narrowed by eliminating unnecessary 
anomalies between different occupations and industries.’’] 


Kuczynsxkt (J.). A Short History of Labour Conditions in Ger- 
many, 1800 to the Present Day. London: Frederick Muller, 1945. 
7”. Pp. 268. 9s. 6d. 

[Volume 3, Part I of the author’s Short History of Labour Conditions under 
Industrial Capitalism. He estimates, inter alia, real wages by trade cycles from 
1820 to 1932. His figures would show a fall from 86 (1900 = 100) for 1820-9 
to 66 for 1852-9, rising progressively to 98 for 1903-9 and then falling to 86 for 
1924-32. Allowing that unemployment and short-time were more serious at the 
end than the beginning, is it to be regarded as proven that the technical improve- 
ments of the century had little if any effect in raising real wages? The evidence 
of one’s eyes over the years of this century—the clothes, houses, transport 
facilities and the like—is so strangely at variance with the author’s statistics. | 


LarFiTtE (F.). Britain’s Way to Social Security. London: Pilot 
Press, 1945. 84”. Pp. 110. 6s. 


[To be reviewed. } 


Lanitis (N. C.). Rural Indebtedness and Agricultural Co-opera- 
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tion in Cyprus. Nicosia, Cyprus: Nicolaou & Sons, 1944. 7”. Pp. 
vii +- 278. 

[The author, who graduated from Cambridge shortly before the war, is to be 
congratulated on a very useful study of the agricultural economic problems of 
Cyprus. He has had to make bricks with little or no straw, for statistics are 
sadly lacking. His broad conclusions are that ‘‘ Co-operation by itself is not 
sufficient to improve the economic condition of the agriculturist in Cyprus, but 
must be coupled with other remedial measures ’’; that ‘‘ Societies in Cyprus have, 
so far, mostly been concerned with the provision of credit ’’; that ‘‘ all Societies 
have been developed owing to the direct assistance they received, through the 
Registrar, from Government.’’] 


MAcKENzIE (K.). The Banking Systems of Great Britain, France, 
Germany and the United States. London: Macmillan, 1945. 7}”. 
Pp. xxi + 284. 6s. 


[This new edition brings some of the treatment of British banking up-to-date, 
but in the main it remains inevitably an account of the pre-war banking systems 
of the world.] 


Mises (L. von). Bureaucracy. London: William Hodge, 1945. 
7”. Pp.148. 8s. 6d. 


[Prof. von Mises regards bureaucracy as at once the tool and the symbol of a 
planned economy, and-bureaucratic management as the antithesis of competitive 
economics. Thus this book is in effect a contrast, very much to the disparage- 
ment of the latter, between perfect atomistic competition and a socialism wholly 
and everywhere divorced from the test of consumers’ demand. In the former 
‘* the capitalists, the enterprisers, and the farmers are instrumental in the conduct 
of economic affairs. . . . They are not supreme, they are steersmen only, bound 
to obey unconditionally the captain’s orders. The captain is the consumer.”’ 
‘* But within a socialist community in which there is only one manager there are 
neither prices of the factors of production nor economic calculation. To the 
entrepreneur of capitalist society a factor of production through its price sends 
out a warning : Don’t touch me, I am earmarked for the satisfaction of another, 
more urgent need. But under socialism these factors of production are mute. 
They give no hint to the planner.’’ Is this a realistic contrast? Does the 
capitalist world as we know it possess the virtues that he describes? Do entre- 
preneurs always and everywhere accept the orders of the consumer? Or do they 
attempt, by advertising, by monopoly, by monopsony, by less legitimate means, 
to defy the captain and profit despite their defiance? Is it true to suppose that 
all socialism must disregard the satisfaction of the consumer, and not aim, as 
many socialists would claim to do, to come far nearer to satisfying the real 
criteria of human demand than does monopolistic competition in a world of 
widely unequal incomes ?] . 

MUKERJEE (Radhakamal). The Economic History of India: 
1600-1800. London and Bombay: Longmans, Green, 1944. 10’. 
Pp. xxiii + 195. 

[Prof. Radhakamal Mukerjee has been prolific in books over the past twenty 
years. It is good that he has turned his attention to Indian economic history. 
For, while there has been in recent years a very marked rise in the quality of the 
books appearing on problems concerned with current Indian economic problems, 
the first-rate books on Indian economic history have been few. Even now full 
use is surely not being made of material in the vernaculars, which English histor- 
ians have been relatively handicapped in handling. Prof. Mukerjee’s references 
are in the main to secondary authorities, mostly Englishmen who recorded their 
impressions in their own generations. Any Englishman who has attempted to 
do likewise in his own may be forgiven for wondering how reliable some of those 
impressions may have been. Prof. Mukerjee is primarily concerned with a 
limited range of problems—agriculture, populations and price changes, real 
wages, the social stratification, industries and markets, trade and commerce. - 
The book is, perhaps too much, in the form of lecture notes, with (a)’s and (b)’s 
and (c)’s, and the author relies on statistics rather than words to convey his 
pictures of India. The picture which he gives is one of a prosperous India in the 
seventeenth century, far less over-populated than to-day (perhaps only 100 
millions in 1600), agriculture less over-crowded, the world’s manufacturing centre 
for cotton goods, with a higher standard of life than India has ever enjoyed 
subsequently. Indeed, Prof. Mukerjee’s calculations, if they are substantiated 
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by further work, would show a rise in the real wages of skilled workers from 100 
in 1600 to 123 in 1650, a fall thence to a level of around 25 that persisted from 
1812 to 1928, and a sudden improvement to 45 over the subsequent ten years. 
These figures are so remarkable, that it is much to be hoped that further detailed 
investigation will be given to them, both by the author himself and by other 
scholars. Was the standard of a skilled worker in 1650 really of the order of 
three times that of 1938 and five times that of 1928 7} 


Newman (C.). Gentile and Jew. London: Alliance Press Ltd., 
1945. 7%". Pp. 372. 12s. 6d. 

[Mr. Chaim Newman, who is himself a Jew, has here collected and edited 
expressions of opinion on the Jewish problem by one hundred non-Jewish people, 
prominent in all walks of life. In the last chapter, The Voice of the Jew, Mr. 
Newman gives his own solution: ‘‘ Let the nations give the Jew what is his by 
right, Palestine is to him Eretz Israel—the land of Israel; the country of his 
naticnhood. Give it without qualification, or White Papers or hedging. Do not 
go back on the promises of 1917 and 1920. . . . That spirit of Palestine would 
spread to wherever Jews live if you would only give it the chance.’’| 


Orwin (C. S.). Problems of the Countryside. London: Cam- 
bridge University Press, 1945. 63”. Pp. 1ll. 3s. 6d. 

[Dr. Orwin has given a vivid but despiriting picture of the life of the English 
agricultural village: farming in decline, the farms of the wrong size, the wrong 
lay-out, ill-adapted in scope and buildings to modern agricultural techniques; 
the landlords unwilling and unable to re-organise and re-equip their farms; the 
farm workers without means of satisfying their reasonable ambitions or their 
desires for access to communal life and entertainment; education backward and 
gradually being moved out of the village into the town; local government 
apathetic and unable to help. Dr. Orwin pleads for a larger conception, for a 
break with the idea that the village is a good thing, an end in itself. He urges a 
new enclosure movement, bringing the little farms into bigger units; a growth of 
the units of country life, bringing small industries to the country; an overhaul 
of local government which would delegate more powers to healthy elected bodies. 
By some such means he is convinced that vigour and activity can return to ths 
countryside. ] 


Potanyr (M.). Full Employment and Free Trade. London: 
Cambridge University Press, 1945. 8}”’. Pp. x + 155. 8s. 6d. 
[To be reviewed. | 


PoLLARD (R. S. W.). Reconstruction, Then and Now. London: 
Fabian Publications and Victor Gollancz, 1945. 8”. Pp. 41. Ils. 6d. 

[A study of the results generally, and also in certain specific industries, of the 
Government’s sudden abolition of controls after the last war in face of ‘‘ fierce 
denunciation and attack from industrialists, bankers, business men and members 
of the Liberal and Conservative parties.’ The author hopes that with a Labour 
Government in power the ‘‘ numerous reconstruction reports which have issued 
from Government offices during this war, as in the last ’’ will not suffer the same 
fate as after 1918.] 


The Registered Accountants’ Year Book, 1942-1945. London : 
British Association of Accountants and Auditors Ltd., 1945. 7}’. 
Pp. 211. 

[This new edition contains the usual information about membership, examina- 
tions and facilities. ] 

Report on Reconstruction. London: Incorporated Association of 
Rating and Valuation Officers, 1945. 84”. Pp. 62. 


[This Report, after an historical and analytical survey of rating, assessment, 
exemptions and administration, makes various suggestions for administrative 
reforms, including recommendation for the minimum size of rating authorities, 
the tenure and qualifications of members of assessment committees, increased 
powers for the Central Valuation Committee, and procedure for appeals. | 


Ricu (E. E.) (Ed.). The Letters of John McLoughlin from Fort 
Vancouver to the Governor and Committee. Third Series, 1844-46. 











100 


om 


led 
her 
of 


lish 
ong 
es ; 
the 
1eir 
and 
ent 
ra 
3 a 
1 of 
aul 
ies. 
tha 


m: 


ym: 


the 
Prce 
pers 
our 
ued 
ame 


ym: 


ina- 
1 of 


ent, 
tive 
ties, 


‘ort 
-46. 











1945] RECENT PERIODICALS AND NEW BOOKS 481 


London: Champlain Society for the Hudson’s Bay Record Society, 
1944. 94”. Pp. lxii. 


[This volume completes the letters of John McLouglin to the Governor and 
Committee of the Hudson Bay Company.] 


SamvEts (H.). The Essential Work Order. London: Stevens & 
Sons, 1945. 73”. Pp. 38. 2s. 6d. 


[This is a useful summary of the legal position of employers under the Essential 
Work Order. ]} 


ScHWARZENBERGER (G.). International Law. Vol. I. Interna- 
tional Law as applied by International Courts and Tribunals. London : 
Stevens & Sons, 1945. 94”. Pp. xliv + 645. £3. 

[To be reviewed. ] 


SPENCER (J. R.) (Ed.). Merseyside of the Future. Liverpool : 
Daily Post & Echo Ltd., 1944. 84”. Pp. 78. 2s. 6d. 


[A volume of suggestions for improving Liverpool, based on a competition 
organised by the Mers yside Civil Society in association with the Liverpool Daily 
Post,| 


The Sudan. The Road Ahead. London: Fabian Publications 
and Victor Gollancz, 1945. 8”. Pp. 29. Ils. 


[This is a very well-written and sympathetic as well as critical account of the 
history of the Government of the Sudan. It emphasises the essential conflict 
between the interests of Egypt and of the population of the Sudan itself. It 
would appear that education and economic progress, in the North at least, are 
advancing faster than the development of indirect rule, with its emphasis on 
tribal institutions. ‘‘ Indirect rule needs to be expanded into Local Administra- 
tion and the old power of tribal chiefs widened to include real representation of 
prominent men.’’} 


Trade Barriers. London: Association of Wholesale Woollen 
Merchants Ltd., 1945. 10’. Pp. 33. 

[This is a study, largely in diagrammatic form, of the duties and changes in 
the duties of woollen imports into various countries. The growth since 1914 
in the obstacles to international trade are immediately evident, and also the 
difficulties that confront one major industry in expanding its exports. The 
writers conclude with ‘‘ a severely practical proposition : If international trade is 
to expand, import tariffs must be made simple and uniform in type; and the 
mass of additional restrictions and taxes which have been piled on top of tariffs 
must be swept away.’’] 


Tyson (G.). Forgotten Frontier. Calcutta: W. H. Targett, 
1945. 8h". Pp. 146. 12s. 6d. 


[This book, concerned with the part played by the tea-planters of N.E. India 
in the evacuation of Burma in 1942 gives in passing an interesting picture of work 
and conditions in that part of the world.] 


University Education and Business. Cambridge: University 
Press, 1945. 9”. Pp. viili+ 77. 2s. 6d. 


[To be reviewed. ] 


The Vital Issue. An Economic Policy for Britain and the Empire. 
London: Empire Industries Association, 1945. 7’. Pp.8. 3d. 

[A plea for “‘ a policy of ordered freedom in the economic field, directed with 
consistent purpose towards the building up of the unity and strength of the 
British Empire.’’] 

Watt (L.). Usury in Catholic Theology. Oxford: Catholic 
Social Guild, 1945. 7”. Pp. 56. 2s. 6d. 

[This competent and interesting pamphlet deals with the development of 


Catholic thought in relation to interest and money. It is worth the attention of 
economists who are concerned about interest rates.] 
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WiuiaMs (GERTRUDE). Women and Work. London: Nicholson 
& Watson, 1945. 834”. Pp. 128. 5s. 


[How far married women will be allowed and how far they will desire to 
remain in employment now that the war is over; the rival loyalties of a 
home and a job and the effect on the women; the problem of equal or unequal 
pay for equal work—these and many other problems are considered by Mrs. 
Williams in this very interesting study of women and paid employment. This 
book, like all the others in the same series, The New Democracy, is extremely well 
produced and generously illustrated with pictures and pictorial charts. ] 


Youne (M.) and Pracsr (T.). There’s Work for All. London: 
Nicholson & Watson, 1945. 84”. Pp. 128. 5s. 


[This book falls between two stools. It is, first, a most attractive piece of 
modern propagandist literature, replete with photographs, diagrams, appeals to 
the senses. It is, second, a highly intellectual argument about the relative 
merits of the Government White Paper and the Beveridge School. The propa- 
ganda loses its force through hair-splitting. The hair-splitting loses its audience 
through popular presentation. Have we not reached the point where a drive for 
action is more useful than inhibition of action by over-punctilious criticism? It is 
not very easy at the end to say what the authors want: more general planning, 
adjusting needs to supply and supply to needs; more local plans, on a regional, 
industrial and factory basis. The real cleavage is surely between those who want 
full employment and propose to get it and those who believe in none of these 

‘things. Have not the authors got a little lost as to who they are trying to 
fight ?] 


American. 


Baker (J. C.). Directors and their Functions. Boston, Mass. : 
Harvard Business School, Division of Research, 1945. 8”. Pp. xiii + 
145. $2.50. 

[To be reviewed. ] 


Baxter (W. T.). The House of Hancock. Business in Boston, 
1724-1775. Cambridge, Mass.: Harvard University Press (Oxford 
University Press), 1945. 84”. Pp. xxiii + 321. 20s. 

[The House of Hancock was founded in 1724 by Thomas Hancock of Cam- 
bridge, Massachusetts, grandson of an English as who set up as a book- 
seller and publisher. Competition was, however, keen and prospects for one 
exclusively depending on book-selling were poor. He branched out in a few 
years into general merchanting. At first he was mainly trading with England. 
But direct exchange with London was not easy, as the local products commanded 
only low prices in the London market. This led him to a triangular trade, 
bringing in first Newfoundland, and later Spain and Portugal, where markets for 
fish were easier to find. By the ’thirties he was owning ships. By 1735 he was 
‘* far along the road to fortune,”’ largely assisted by credit advanced by London 
firms. But the late ’thirties showed a decline in his fortunes, which was weathered 
only by radical revision of policy. The War of Jenkins’ Ear and King George’s 
War brought renewed prosperity, however, to be followed in 1748 by peace and 
depression. Through these years, Thomas Hancock’s letters give a picture, 
often vivid with detail, of the difficulties of the individual merchant, always near 
or over the edge of the law under the old colonial system. Thomas died of 
apoplexy in 1764 as he entered the Council Chamber of the State House. He was 
succeeded by his nephew John, then aged twenty-seven. By now, whale oil 
formed the greater part of the trade, and John launched out, somewhat rashly, 
on a large scale. He would —— to have been a difficult partner as a young 
man in any enterprise, and was frequently at loggerheads with those who worked 
with him in London. Through the period of struggle with England over customs, 
John Hancock was in the midst, and it was his ship, the Lydia, which afforded the 
first actual conflict. The policy of non-importation meant stagnation and the 
death of the business. It died gently in 1775. John has claims to political fame. 
He was President of the ee Continental Congress, and his name heads all on 
the Declaration of Independence. But he fell far short of greatness. It was, 
perhaps, not his fault that the firm which Thomas had patiently built up over forty 
years collapsed in another ten. He lacked, however, Thomas’s power of weather- 
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ing the storms of colonial commerce, and that, more than anything, was the 
cause of the ultimate failure. ] 


Bucuanan (N. S.). International Investment and Domestic 
Welfare. New York: Henry Holt & Co., 1945. 8}”. Pp. xvi -+- 249. 
$2.75. 


[To be reviewed. ] 


Burrers (J. K.) and Liytyer (J.). Effect of Federal Taxes on 
Growing Enterprises. Boston, Mass.: Harvard Business School, 
Division of Research, 1945. Pp. x + 225. $3.00. 

[This monograph of the Division of Research of the Harvard Business School 
is based on case studies of five rapidly growing enterprises. It reveals the con- 
siderable difficulties of small firms in getting short-term or medium term credit in 
the 1930’s, which were not wholly overcome by new methods of finance. ] 


CHERNICK (J.) and Hetiickson (G.). Guaranteed Annual Wages. 
Minneapolis: University of Minnesota Press (Oxford University 
Press), 1945. 84”. Pp. vii+ 146. 15s. 6d. 


[A popular account of the virtues of guaranteed annual wages and of the 
practice of certain U.S. firms in guaranteeing annual wages. This is a subject 
which deserves a more serious economic analysis. ] 


Cuupson (W. A.). The Pattern of Corporate Financial Structure. 
A cross section view of manufacturing, mining, trade and construction, 
1937. New York: National Bureau of Economic Researeh, 1945. 
9”. Pp. xiv + 148. $2.00. 

[The purpose of this study in the series on Business Financing is to analyse the 
variations of methods of finance and of dependence on different sources of finance 


with size and with type of industry, and the relations of methods of finance to 
profitability. ] 


Exits (H.8.). Bilateralism and the Future of International Trade. 
Princeton : International Finance Section, Department of Economics 
and Social Institutions, Princeton University, 1945. 9”. Pp. 22. 


[This pamphlet is No. 5 in the Series of Essays in International Finance 
published from Princeton to which F. A. Lutz, F. D. Graham, R. A. Leslie and 
Ragnar Nurske have made earlier contributions. Dr. Ellis has written an 
eminently sensible and well-argued analysis of the ill-effects of bilateralism, 
which should be read by all adherents of that doctrine. He writes sympathetically 
of the difficulties that England, amongst other countries, must face. He is very 
well aware of the obstacles to world recovery that can be imposed by U.S. policies 
designed to export unemployment. Nevertheless one cannot but feel that an 
analysis is a trifle naive which starts (quite rightly) by treating protective tariffs, 
wrongly valued exchange rates, multiple exchange rates, quantitative control of 
imports or exports, quotas, clearing agreements, cartels, state trading, all as 
devices to interfere with the natural courses of trade, and then dismisses the pro- 
tective tariffs and exchange manipulations because ‘‘ the interference . . . still 
permits readjustments in the price systems of both selling and buying countries.”’ 
High tariffs, expected to rise further if they are overcome, may surely be every bit 
as damaging to world trade as quotas which depart relatively little from the normal 
flow of trade, save in giving certainty to a particular producing country. These 
obstacles must he discussed as a whole. Are we not all in danger of regarding our 
particular sins as the most venial ?] 


FARNSWORTH (HELEN C.) and TrmosHENKO (V. P.). World Grain 
Review and Outlook, 1945. With a Statistical Appendix by Rosamond 
H. Peirce. Stanford University, California : Food Research Institute, 
1945. 9’. Pp. xi+ 319. $3.00. 

[To be reviewed. ] : 

Haavetmo (T.). The Probability Approach in Econometrics. 
Chicago : Cowles Commission for Research in Economics, 1944. 10” 
Pp. 118. 

[To be reviewed.] 
No. 220—VoL. Lv. 
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Harris (S. E.) (Ed.). Economic Reconstruction. New York: 
McGraw-Hill Book Company, 1945. 9”. Pp. ix + 424. $3.75. 
{To be reviewed. |! 


Hieers (G. G.). Voluntarism in Organized Labor in the United 
States, 1930-1940. Washington, D.C. : Catholic University of America 
Press, 1944. 9”. Pp. viii + 182. 

{A Ph.D. Thesis of the Catholic University of America.] 


International Trade Foreign Investment and Domestic Employ- 
ment, including Bretton Woods Proposals. New York: Committee 
for Economic Development, 1945. 11”. Pp. 26. 

[This manifesto sets out in brief cogent language the case for re-establishing 
world trade by reducing tariff barriers (starting with the U.S. tariffs) and by 
maintaining a high level of production and consumption in the U.S. itself. It 
includes recommendations, which had already been published, relating to the 
Bretton Woods Proposals. } 

Katona (G.). Price Control and Business. Bloomington, Indiana : 
Principia Press (Cowles Commission for Research in Economics, Uni- 
versity of Chicago), 1945. 93”. Pp. 246. $3.00. 

To be reviewed. | 

Krvmet (L. H.). Postwar Fiscal Requirements, Federal, State 
and Local. Washington D.C.: Brookings Institution, 1945. 9’. Pp. 
vii + 166. $2.00. 

[An attempt to estimate 1949 government expenditure in U.S. The total 
estimate reaches about $33.5 billions (or $35.5 billions including social security 
pragments) against $17.4 billions (or $18.0 billions) in 1940. The 1949 figure 
would represent about 25-8% of the national income against 22-9°% in 1940.] 

Krrn (B. A.). Financial Reports of American Commercial Banks. 
Washington, D.C.: Catholic University of America Press, 1945. 9”. 
Pp. xv + 366. 

[A Ph.D. Thesis of the Catholic University of America.] 


Kris (E.) and Sprerer (H.). German Radio Propaganda. New 
York and London: Oxford University Press, 1944. 84”. Pp. xiv + 
529. 25s. 


(This is a painstaking analysis of National Socialist broadcasts for Germany 
during the first four years of the war. Or rather, it is a series of essays on this 
subject, written by different hands and approaching the theme from different 
angles. In Part I we are told something about the organisation of the German 
propaganda machine and about Nazi ideas of propaganda as a weapon of war. 
Part II discusses in (at times rather trite) psychological terms how the propa- 
gandists conceived of the main characters in their puppet-drama—what they 
meant by ‘‘the people,’ ‘‘ the leader,”’ ‘‘ the enemy,’”’ and so on. Part III 
studies their output historically, showing the reactions of the Propagandists to 
the main military and political events of the time. Inevitably there is over- 
japping between the various sections. The book contains an immense amount 
of factual material, but much of it is ill-digested and still more hardly seems worth 
the preserving. |] 

Kuznets (S.). National Product in Wartime. New York: 
National Bureau of Economic Research, Inc., 1945. 9”. Pp. 156. 
$2.00. 

[To be reviewed. ] 


Lewis (CLEonA). Debtor and Creditor Countries: 1938, 1944. 
Washington D.C.: Brookings Institution, 1945. 9”. Pp. 99. 75 


cents. 

[This is a useful short study of the effects of the war on international debts. 
The U.S. from being a net creditor on long-term to the extent of $4-5 billions, 
has become a net debtor long and short of $1-2 billions. Britain was a net 
creditor of about £4-2 billions before the war, and now of about £0-9 billions. 
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Canada has reduced her net obligations by about one-third; South Africa and 
Rhodesia by more than one-half; Australia by one-seventh; India from being a 
net debtor of £553 millions has become a net creditor of £531 millions. Of the 
debtors, the Latin American countries have greatly benefited, as have Egypt, 
Iraq and Siam. The European neutrals, particularly Sweden and Switzerland, 
have probably lost more from the failure of their Axis investments than they 
have gained otherwise. ] 


LiypHoLtm (R. W.). The Corporate Franchise as a Basis of Taxa- 
tion. Austin: University of Texas Press, 1944. 9’. Pp. xviii + 
277. $4.50. 


[This monograph argues the case for ‘‘a policy which places heavier taxes 
upon the income derived by large interstate corporations than is the case of the 
income earned by ordinary competitive enterprise.”’ 


LopcE (R. C.). Philosophy of Business. Chicago: University of 
Chicago Press (Cambridge University Press), 1945. 73”. Pp. xi + 
432. 30s. 


[An attempt to interpret the processes of thought and the bases of the decisions 
of business men in philosophical] terms. } 


Lutz (F. A.). Corporate Cash Balances, 1914-43. Manufacturing 
and Trade. New York: National Bureau of Economic Research, 
1945. 9”. Pp. xiv-+ 132. $2.00. 

{Dr. Lutz traces the course of cash balances of business enterprises over the 
period 1914-43. The interesting feature is the emergence of large surpluses of 
** free ’’ cash, beyond the needs of the ordinary transactions of business, in the 
early 30’s, which only gradually disappeared during the war.] 

Martin (J. W.). Southern State and Local Finance Trends and 
the War. (Bulletin of the Bureau of Business Research, University of 
Kentucky, No. 10.) Nashville, Tennessee: Vanderbilt University 
Press and Lexington, Kentucky : University of Kentucky Press, 1945. 
10”. Pp. 106. 50 cents. 


[This monograph deals with State and local revenue, expenditure and debt 
in the Southern States, and with trends in inter-governmental fiscal relations and 
in general fiscal administration. ] 


Mears (E. G.). A Trade Agency for One World. New York: 
Citizens Conference on International Economic Union, 1945. 9”. 
Pp. 64. 50 cents. 


[A plea for international co-operation to reduce trade barriers, with a useful 
background of documentation. } 


Movutton (H. G.) and Scutorrerseck (K. T.). Should Price 
Control be Retained? Washington, D.C.: Brookings Institution, 
1945. 8”. Pp. 43. 50 cents. 


[The authors reach the conclusion that, beyond the setting of initial prices for 
products whose manufacture was suspended during the war, the continuance of 
price control isimpracticable. ‘‘ Without wage stabilisation and without rationing, 
the OPA is not in any case in a position to hold the price line.’’] 


“ce 


NATIONAL PLANNING AssocraTIon. Planning Pamphlets No. 47. 
Washington, D.C.: National Planning Association, 1945. 7}*. 
25 cents. 

[No. 47 in this series is Farms for Veterans by Lowry Nelson. All available 
evidence would indicate that no increase in U.S. farm acreage or numbers of 
farmers is required or could be justified. If, nevertheless, veterans wish to 
take to farming, the services which they most need and for which least provision 
is available are advice as to type of farming, size of farm, whether to rent or 
buy, as to sources of credit and as to farm operation. ] 


Netison (W. A.) (Ed.). Proceedings of the International Student 
Assembly, held at the American University. Washington, D.C., 2-5 
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September 1942. New York: Oxford University Press, 1944. (Lon- 
don, 1945). 8”. Pp. xiv + 158. 8s. 6d. 

[This is a somewhat belated record of the Proceedings of the International 
Student Assembly held at Washington in September, 1942. It includes, inter 
alia, brief resumés of papers on Production, Inflation, Health and Nutrition, 
Living Standards by well-known authorities. ] 


TERBoRGH (G.). The Bogey of Economic Maturity. Chicago: 
Machinery and Allied Products Institute, 1945. 9”. Pp. xviii + 
263. $3.00. 


[To be reviewed. | 


Visuntak (M.). The Legal Status of Stateless Persons. New 
York : American Jewish Committee, 1945. 9”. Pp. 69. 


[The millions of homeless and nationless people that there are in Europe 
and elsewhere at the present time make very opportune this study by 
Professor Vishniak of the problem of statelessness. Professor Vishniak considers 
first the causes of the problem, then its extent, then the measures which have in 
the past been taken to alleviate it, and finally he suggests some steps which might 
now be taken to meet it. Amongst these are: to reduce the scope of prerequisites 
to naturalization, to abolish denaturalization ‘‘ as a means of punishment or 
as a consequence of punishment for an offence against the laws,’’ and “‘ to make 
invalid the provision that nationality may be lost because of a prolonged 
absence from the country ’’—or at least to lengthen the time-limit for a ‘‘ legal ”’ 
absence. | 

Wairttesey (C. R.). Bank Liquidity and the War. New York: 
National Bureau of Economic Research, 1945. 9”. Pp. 86. 50 
cents. 

[As the result of the war, Treasury obligations, which in 1939 represented only 
40 per cent. of the earning assets of all commercial banks, five years later repre- 
sented 71 per cent. In consequence, banks are less vulnerable to falls of agricul- 
tural or commodity prices. But to a greatly increased extent they are now 
holders of Federal Debt rather than engaged in providing working capital for 
commerce and industry, and are much more dependent on the market in Federal 
securities. | 

WicxizErR (V. D.). Rice in the Western Hemisphere: Wartime 
Developments and Postwar Problems. Stanford University: Food 
Research Institute, 1945. 9”. Pp. 48. 50 cents. 

[With the conquest of Burma, Thailand and Indo-China by the Japanese, the 
Allied and neutral countries lost 9-10 billion pounds of rice a year. This naturally 
stimulated the production of rice elsewhere—and by 1945 the Americas as a whole 
had become self-sufficient in rice. Mr. Wickizer points out the dangers inherent 
in this and pleads for a sound programme of adjustment before the problems of a 
surplus crop become acute with the reopening of cheap Eastern markets. | 

Wicxizer (V. D.). The World Coffee Economy with special 
reference to Control Schemes. Stanford University, California : 
Food Research Institute, 1943. 9”. Pp. 258. $3.00. 


[To be reviewed. } 


French. 


Noacaro (B.). Le développement de la pensée économique. Paris : 
Librairie Générale de Droit et de Jurisprudence, 1944. 9”. Pp. 345. 
[To be reviewed. | 


Nogaro (B.). Le Financement des dépenses publiques et la 
liquidation des dépenses de guerre. Paris: Domat-Montchrestien, 
1945. 7”. Pp. 120. Frs. 75. 


[A study of the problems of war finance which emphasises the need for France 
to achieve a balance between income and expenditure otherwise than by influence 
and rising prices. ] 
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Nocaro (B.). Les Grands problémes de l’économie contemporaine. 
Paris: Presses Universitaires de France, 1945. 7”. Pp. 128. 


[The main problems here discussed are production under laisser-faire and 
planning, the distribution of income, prices, credit, population, international 
monetary agreements. } 

Nocaro (B.). La monnaie et les systeémes monétaires. Paris: 
Librairie Générale de Droit et de Jurisprudence, 1945. 9°. Pp. 251. 

[To be reviewed. ] 


PrreM (J.) and Bisson (A.). Finances Publiques Frangaises. II. 
Questions Economiques. Paris: Editions Berger-Levrault, 1945. 
10”. Pp. xvii + 231. 

[To be reviewed.] 


Rvuerr (J.). L’Ordre Social. 2vols. Paris: Librairie du Recueil 
Sirey, 1945. Pp. 743. 


[To be reviewed. | 
Danish. 


PEDERSEN (J.). Pengeteori og Pengepolitik. Copenhagen: Nyt 
Nordisk Forlag Arnold Busck, 1944. 10’. Pp. 381. 

[The first part of the book discusses the theory of money. There are chapters 
on liquidity, interest theory (including an exposition and criticism of Keynes’ 
views), the organisation of central banks, tied or free exchange and inflation or 
deflation. In the second part, monetary policy is discussed with chapters on 
stabilisation and price levels, the refutation of price levels to correspond with 
production and stabilisation of economic activity.] 

ScHNEIDER (E.). Industrielt Regnskabs Vaesen. Copenhagen : 
G.E.C. Gads Forlag, 1945. 10”. Pp. 268. 

[To be reviewed. ] 

ScHNEIDER (E.). Investering og Rente. Copenhagen: Nyt 
Nordisk Forlag, Arnold Busck, 1944. 10”. Pp. 147. 

[To be reviewed. ] 


Swiss. 


JaccoaRD (MADELEINE). La mobilité de la main-d’cuvre et les 
problémes du chomage et de la pénurie de travailleurs. Lausanne : 
Rouge & Cie., 1945. 934”. Pp. 269. 

[To be reviewed. ] 


JéuR (W. A.). Die Nachkriegsdeflation. Konjunkturtendenzen 
der Nachkriegszeit und die Aufgaben der schweizerischen Beschiftig- 
ungsund Wéahrungspolitik. St. Gallen: Verlag der Fehr’schen 
Buchhandlung, 1945. 8”. Pp. ix + 275. S.Fr. 15. 

[To be reviewed. ] 

SottrorF (G.). Ricardo und Sismondi. Ziirich: Europa Verlag, 
1945. 8}”. Pp. 48. 


[A review of the controversy between Ricardo and Sismondi on the causes 
of the trade depression at the end of the Napoleonic Wars; with an appendix on 
** The Influence of Sismondi on Malthus and Ricardo.’’] 


Official. 
BRITISH. 

Methods of Building in the U.S.A. Appendices to the Report of the 
Mission Appointed by the Minister of Works. London: Ministry of 
Works, 1945. 13”. Pp. 213. 

[These Appendices to the Report on ‘‘ Methods of Building in the U.S.A. will 
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not be published, but are available in mimeographed form in certain libraries. 
They cover a wide range of problems, both technical and economic. A long 
section compares output and costs in U.S. and U.K.] 


The National Income of British Guiana, 1942. By F. Bennam. 
Barbados, B.W.I.: Advocate Co., 1945. 94”. Pp. 28. 10 cents. 

(Dr. Benham’s estimate puts the national income of British Guiana in 1942 
at just under $50 millions, or $138 (£28-75) her head. This figure, it is noted, 
was swollen by very large exports of bauxite and very high local prices of food- 
stuffs. ] 


Public Investment and Capital Formation. A study of public and 
private investment outlay, Canada, 1926-1941. Ottawa: Depart- 
ment of Reconstruction, 1945. 114”. Pp. 128. 


[A valuable study prepared for the Canadian Dominion-Provincia] Conference 
on Reconstruction under the direction of O. J. Firestone and M. C. Urquhart. 
Besides presenting much valuable statistical material, it deals at some length 
with the theoretical problems of measurement. | 


THe RvuraL RECONSTRUCTION Commission. The Commission’s 
Fourth Report. Financial and Economic Reconstruction of Farms. 
Canberra : Commonwealth Printer, 1944. 94”. Pp. 79. 


[The Committee recommends various measures to assist farmers who are in 
economic and financial difficulty. The main feature of the scheme is a Farm 
Adjustment Board, with a rural banking service which would investigate the 
farmer’s affairs, employing competent officers and agricultural experts for the 
purposes, and re-finance the farmer’s debts and find the additional finance 
necessary to set him on his feet, after voluntary adjustment of debts, where 
possible. If voluntary adjustment should not be possible, the farmer might 
continue to farm under the management of the bank, devoting all income to meet 
debt, but being allowed some to cover outgoings and living expenses. By these 
and other arrangements, it is hoped to maintain on the land industrious farmers 
faced by difficulties beyond their own control.] 


Union oF SoutH AFRICA. 


Social and Economic Planning Council. Reports No. 4, 5 and 6. 
Pretoria : Government Printer, 1944. 13”. 

[These three Reports deal respectively with The Future of Farming in South 
Africa (No. 4. Pp. 28. 28.); Regional and Town Planning (No. 5. Pp. 30. 
3s. 6d.); Social and Economic Statistics in the Union (No. 6. Pp. 27. 3s.). 
The Committee is making a most thorough study of all aspects of economic life in 
the Union, and all three reports deserve attention. ] 

Southern Rhodesia. Third Report on the Census of Industrial 
Production, 1938-1943. Salisbury, Rhodesia: Department of 
Statistics, 1945. 13”. Pp. 28. 

[This third report contains new matter in the form of estimates of changes 
in productivity in certain industries over the years 1938 to 1943.] 

Statistical Summary of the Social and Economic Trends in India 
(in the inter-war period). By 8. Supramanzan. Delhi: Manager of 
Publications, 1945. 93”. Pp. xii+ 41. 2s. 3d. 

[Twenty years ago the Indian Moral and Material Progress Reports were a 
joy to economic enquirers. Their subsequent abandonment has been a matter for 
regret. The present Report, prepared by the Statistician to the Economic 
Adviser (Sir Theodore Gregory) does much to fill the gap, but by a markedly 
more statistical method of presentation. A useful introduction points the morals 
of the statistics, which cover population, education, health, production and 
consumption, communications, trade and commerce—in fact the whole field of 
economic activity. } 


AMERIOAN. 


A Guide to the Official Publications of the Other American Republics. 
No. 1, Argentina. Pp. 124. 25 cents. No. 2, Bolivia, Pp. 66. 15 
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cents. No. 7, Cuba, Pp. 40. 10 cents. Washington, D.C.: Super- 
intendent of Documents, U.S. Government Printing Office, 1945. 9”. 


[These guides have been issued as a part of the programme of the Department 
of State’s Interdepartmental Committee on Scientific and Cultural Cooperation, 
and are prepared under the editorship of Mr. J. B. Childs. The publications are 
listed under four headings—General Publications, Legislative Branch, Executive 
Branch and Judicial Branch.] 


EGyptian. 


Egypt in the Post-war World Economy. By J. I. Crate. Cairo: 
Government Press, 1945. 9”. Pp. 16. 


[This pamphlet discusses Egypt’s needs and the possibilities of meeting her 
needs from her accumulated and future resources. Pre-eminent among needs are 
more food, fertilisers, clothing materials, pharmaceuticals, building materials, 
transport goods, machinery. | 


LEAGUE oF NATIONS. 


Commercial Policy in the Post-war World. Geneva: League of 
Nations (London: Allen and Unwin), 1945. 9°. Pp. 124. 5s. 
[To be reviewed.] 


The League of Nations Reconstruction Schemes in the Inter-war 
Period. Geneva: League of Nations (London: Allen & Unwin), 
1945. 9}”. Pp. 171. 5s. 

[To be reviewed. } 

Model Bilateral Conventions for the Prevention of International 
Double Taxation and Fiscal Evasion. Geneva: League of Nations 
(London: Allen & Unwin), 1945. 9”. Pp. 85. 3s. 6d. 

(The Report of a Conference held in July, 1943, in Mexico City. It includes 
three model conventions, covering respectively ‘double taxation of income, 
double taxation of successions, and reciprocal administration assistance for the 
assessment and collection of direct taxes. | 


Statistical Year-Book of the League of Nations, 1942-44. Geneva: 
League of Nations (London: Allen & Unwin), 1945. 93”. Pp. 315. 
10s. 

[The Year-Book takes its customary form, but statistics for the years since 
1939 are, inevitably, a little thin.] 

World Economic Survey, 1942-44. Geneva: League of Nations 
(London: Allen and Unwin), 1945. 9”. Pp. 292. 10s. 

[To be reviewed. ] 


INTERNATIONAL LABOUR OFFICE. 


The Exploitation of Foreign Labour by Germany. Montreal : 
International Labour Office (London: King & Staples), 1945. 9”. 
Pp. v + 286. 7s. 6d. 

[A most interesting study, prepared by Mr. J. H. E. Fried of the I.L.0., of 
the methods used by the Germans for recruiting foreign workers, of the conditions 
= — for dependents, enforcement of discipline, social insurance and 
the like 

Year-Book of Labour Statistics. Eighth issue, 1943-44. Montreal : 
International Labour Office (London: King & Staples), 1945. 12”. 
Pp. xx + 265. 83. 

[Over a large part of the field covered it has been possible to include statistics 
down to the end of 1943, and in some cases even later.]} 
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